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The European strength 
to support your European strategy. 


When your goals are European, what's more logical than 
consulting a bank that helped create the ECU, that's exploring 
new frontiers with the funding of Eurotunnel and that s a major 
partner in industrial and commercial development in every EEC 
member state? 

Talk to Credit Lyonnais. And get a positive response. 








CREDIT LYONNAIS. 
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Britain's anti antitrust 
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Scraping the barrel for Britain's poll tax 
Coffin politics 


o. €"w*s9**9*929*295 92 9*9 * *is*9»9**92 "9*9" *"9"""9""^'"995* 
E às ^ 9 9 "32 99. ? 994» 9 à 9€ 9 9 9? 9 ee © 


Áo. o9 9o Ro RS. *? o B T /- 7-79 * 


4 9 9*9? ^ ^" 99* 9292599999 9*5^*"9»*9^"""9929"9""""*9»?^*^9*«* 


WORLD POLITICS AND CURRENT AFFAIRS 


ASIA Roh plunges in, p25; Radical New Zealand, p26; An 
Asian Titanic, p26; The battle for Khost, p27; Clampdown in 
Malaysia, p27; Miss Bhutto's wedding, p28 


AMERICAN SURVEY The elusive budget, p39; The fall in 
public investment, p40; Boesky's three-year sentence, p41; New 
rules for visas, p41; Catholics and condoms, p42; Scandals of 
sugar import quotas, p42 


INTERNATIONAL Basra again’, p51; Iran's oh-so-modern 
Mujaheddin, p52; Ecuador's presidential race, p52; Hanging in 
South Africa, p53; Israel's Arab revolt, p53; A tale of two Ye- 
mens, p54 


EUROPE Mitteleuropa revisited, p55; Austro-Hungarian links, 
p56; Change in Czechoslovakia, p56; Mafia’s trial, p57; World 
chess, p57; Germans from communist Europe, p58; Spain's So- 
cialists, p58; Year in the EEC, p59 


BRITAIN Homeless families, p61; And teenagers, p61; City 
Airport, p62; British Library, p63; Drinking and driving, p63; 
Discord in the Alliance, p63; Income distribution, p64; Testing 
maths in schools, p66 


BUSINESS, FINANCE AND SCIENCE 


BUSINESS THIS YEAR p7! 


WORLD BUSINESS Gloomy world economy, p73; Credit- 
card craze, p74; Japan's telephone giant, p74; Silicannes valley, 
p75; $10m holidays, p76; Spanish aerospace, p76; Pennzoil's 
$3 billion windfall, p77; French tele-lessons, p77; Missile-man 


Lagardère, p78 


FINANCE International equities, down but not out, p91; Se- 
curities firms slim, p92; British takeovers, p92; Market focus: 
Oil futures, p93; Japan's securities houses, p94; Tokyo stock ex- 
change, p94; Hungarians run from bonds, p95 


SCIENCE AND TECHNOLOGY Following the brain’s path- 
ways, p105; Dublin besmogged, p106; Fusion power, p106; 
Houseplants back from the dead, p108 


SCIENCE BRIEF The stuff of dreams, p110 


ECONOMIC AND FINANCIAL INDICATORS Output, jobs, 
prices, commodities, bourses, interest rates, trade, currencies, 
plus a closer look at energy use and drinks prices, p129 


LETTERS National Health Service; India and Tamils; Philip- 
pine corruption; Indian art; Angola; Privacy, p4 
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Pains of 
perestroika 

Jobs for all, and jobs for 
life: wo Marxist myths 
that must go, pages 15-18. 
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Publishing goes 
global 

After the world car, get 
ready for the world book, 


pages 117-122. 


Two races 

in one country 
Call it racialism or what- 
ever: changing numbers 
spell trouble, pages 67-70. 
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Writing about 
money 

Financial journalism 
started in Britain 160 years 


ago. It's come a long way, 
pages 79-81. 




















Do restorers 
destroy? 

| Chemicals can work mir- 
acles on art. They can also 
wreck it, pages 113-116 





Shapes in 
tomorrow's 
science 


Mathematics has a new 
child: fractal geometry. lt 
started with things like 
clouds and coastlines, and 
may grow up to be à giant, 
pages 97-101. 
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poor places 


How businesses prosper in 
the unlikeliest countries, 
| pages 82-90 
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Conference Guide | 
Where the mighty meet, 
and what they get up to, 
pages 21-24. 


| Power games in 
the Pacific 


| sians woo, and the Chi- 
| nese coo, pages 29. +7 
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Skiing changes America’s 
style | campaigns 


Out on the piste, with a | Pretty nasty they were, 
million others: skiing goes 
downmarket. A sur 


after page 66. 
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| LETTERS 


Healthy prescription 


— Sim— You rightly argue (Decem- 
. ber 12th) that additional public 
money may be needed in the NHS 
to buy greater efficiency and, in 
. particular, the mitigation of re- 
. strictive practices. However, 
. your argument is incomplete. 
.. You refer to cost and case- 
: . weighted indices as measures of 
. hospital efficiency. Florence 
_ Nightingale argued in 1863 that 
hos spital output was best mea- 
sured in three ways: dead, re- 


qm and unrelieved. Nobody 












_ Early efficiency expert 


“has yet developed such a sophis- 
ticated system for measuring 
| hospital output, but surely mea- 
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efficiency vm; consumers cannot 
om e intelligent choices be- 
| public and private 


—— MÀ] le a kc ke n m e 





As for charges for visits to the 
doctor, given the power of the 
medical profession and the pa- 
thetically inadequate measure- 
ment of health outcomes, the 
cause of the inefficient use of pri- 
mary-care services is more likely 
to be the inadequacies of sup- 
plies than consumer “naughti- 
ness”. Surveys show that people 
go to general practitioners be- 
cause they are ill. It is GPs’ inef- 
ficient rationing of care that 
leads to what you call “people 
using doctors’ services more 
than they need”. The policy 
problem is how to improve eff- 
ciency by altering incentives. Re- 
vised employment contracts may 
be an essential part of the 
solution. 

So let us have greater effi- 
ciency and enhanced choice in 
the NHS; but to do this health 
output must be measured and in- 
centive structures improved. 
These are as essential in Britain 
as they are in the health-care sys- 
tems of every other country: the 
problems are similar everywhere, 
as is the unwillingness to tackle 


them. 
ALAN MAYNARD 
York University of York 





India and the Tigers 


Si&—l was astonished by Mr 
M.K. Samuel's error-ridden let- 
ter (November 21st). He suggests 
that India, with 50m of its own 
Tamils in the state of Tamil 
Nadu, has been indulging in a 
"genocidal incursion" against 


the Tamils in Sri Lanka. What 
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"India has done—besides secur- 


ing autonomy for the Tamils 
even in large areas where they 
form a minority—is to act to 
eliminate the terror practised by 
the Tamil Tiger guerrillas 
against Tamil civilians and other 
rival terrorist or ex-terrorist 
groups, and the genocide com- 
mitted against the Sinhalese who 
happen to be living in the north- 
east of Sri Lanka. The Tigers 
choose to use Tamil civilians as a 
shield while perpetrating calcu- 
lated murder. 

[also find it odd that Mr Sam- 
uel fails to condemn India for 
permitting Tamil Nadu to pro- 
vide aid and sustenance to the 
Tigers for many years. This had 
the effect of fostering the geno- 
cide practised by the Tigers 
against the Sinhalese. 





Sutton, 
Surrey R.C. WANIGATUNGA 
Philippine corruption 


Sixs—Contrary to the impres- 
sion you give (November 21st), I 
am not "pleased" by the con- 
tinuation of dishonest practices 
in the Aquino administration. 
What I wanted to say is that be- 
tween two evils—oligopolistic 
kleptocracy under the Marcos 
regime and the more "demo- 
cratic" petty graft that still ex- 
ists—the latter is less damaging 
economically. A more even dis- 
tribution of income usually re- 
sults from the democratic type of 
corruption. But I have never sug- 
gested that corruption should be 
deliberately fostered to "oil the 
wheels of bureaucracy”. 
BERNARDO M. VILLEGAS 
Centre for Research and 
Communication 


Manila 





Treasures of India 


Sin—If only 2% of the Victoria 
and Albert Museum’s Indian 
collection (December 5th) is ever 
on display because of the direc- 
tors’ own incompetence, why 
should they expect rich Asians 
to pay for the provision of space 
for these works to go on show? 
K. PANKHANIA 


Si&—l disagree with those 
Asians who argue that “if the 
collection is not shown it should 
be returned to the subconti- 
nent." However little they get to 
see, would it not be better for 
Britain's 1.2m Asians to have ex- 


i Decembar and e fet weak in January) t The, Economist Newspaper Lid. 25S 


i, Times. 2 Road, Singapo 


amples of ae own hele d at 
hand so they can revitalise their 
spiritual ties to their own 
countries? 





PRATAPADITYA PAL 

Los Angeles County 

Los Angeles Museum of Art 
Angola 


Sir—You urge (November 21st) 
that the time is ripe for a South 
African withdrawal from Na- 
mibia, but avoid the crucial is- 
sue: are the Cubans in Angola to 
keep out the South Africans and 
their catspaw freedom-fighters, 
or is UNITA a genuine African in- 
dependence movement? 

You point out that the South 
Africans want to hold Namibia. 
But no serious observer has yet 
suggested they want to occupy 
Angola. Nevertheless, the war 
there is to their advantage. An- 
gola is potentially wealthy, while 
UNITA has p tenacious in 
pursuit of its objectives. These 
do not include apartheid. A 
UNITA government in Luanda is 
therefore unlikely to appeal to 
General Malan. It will take all 
Mr Chester Crocker's eloquence 
to change his mind. 

eading, 
Berkshire CHARLES DUDLEY 


—— ni(i Qi Eee) e) 
Private lives 


Sir—I would like to congratulate 
you on your leader about the 
need for Britons to have some le- 
gal rights against the prying of 
the press (December 12th). It is 
excellent, and I speak as a suf- 
ferer over many months. 
ROTHSCHILD 


PUBLICATIONS 
Special Report : No.1122 
LATEST INNOVATIONS IN 
THE US MORTGAGE 
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. | The Rockefeller Foundation invites nominations and appl 
|. tions for the position of 


PRESIDENT > 


af The Rockefeller Foundation, a private philanthropic organisa- 
, vith assets in excess of $1 billion, was chartered in 1913 to 
te the well-being of mankind throughout the world." 
sele ted programs with well-defined goals, the Foun- 
dation is active in agriculture, health, population, equal 
opportunity and the arts and humanities. The Foundation 

operates primarily through making grants to individuals and 
organisations. 


The President is the Chief Executive Officer, icadbuane ced in 

| New York City, responsible to an independent Board of 
` Trustees. The President directs a staff of 130 located in New 

York City and overseas and is expected to provide intellectual - 
lead ership. for both Board and staff as well as mapagerial 

accountability for the Foundation. 


Candidates should have: 


@ Achieved a position of high regard in his/her field with a 

record of accomplishments and positive peer recognition. 
© Significant international interest or exposure. 
e Demonstrated concern for social justice and equal 

. Opportunity. 

: Wide ranging interests including the arts and humanities as 
ell as science and technology. 
ns and nominations will be treated in confidence. 
d résumé and a list of nece to: 






















pers 






Spencer Stuart i 5t! 







and. handwritten 
CV, should be addi . 
cer Stuart, Brook H ouse, 
W1Y 4HJ. 4 











p 
E 
je 
| 


AOR Reena TZU SEN NEE LAL AYN MPR AH OTN d ANON EA dee N EAM md one Ste m ih AMIN A mes BEM qe t Dara tS DPA et INNA ORNS A 











imm 






\ 
acl 
(n ` 
» wt 

(2) Recom 





And that's 
just for starters 


The next course will be even better. 

if that sounds like confidence, it is. Look at the pro- 
posed dividend. 

After 25 very successful years Grand Metropolitan 
has produced its highest ever increase in earnings per 
share, with record results across every sector of the com- 
pany. This is a reflection of the effort of everyone 
involved, especially our employees. 

Results like these take experience and skilful 
management. Grand Metropolitan has both. 

And, although it is tempting simply to point to the 
figures, the proof is more than just financial. Grand Met- 
ropolitan is now a better focussed company. It disposed of 
those businesses which were not a part of its long-term 
strategy and acquired businesses which enhanced each of 
its key activities. 

Which means that Grand Metropolitan has been 
able to concentrate and direct its energies into the 
businesses where it is strong. To add strength to strength, 
not only from the outside but from the inside, through 
innovation and new product development. 

Grand Metropolitan is now one of the UK's largest, 
most broadly based international companies. Its 
strengths are Specialist Retailing, Drinks, Food, and 
Hotels & Gaming. By building on these it is succeeding in 
more countries and with more customers. 

And it is still growing rapidly. 

Which isn't surprising. Its philosophy is, after all, to 
develop and add value to all its brands, businesses and 
properties. 

That’s why the year, which has been such a success, 
is the start of something even better, 


GRAND METROPOLITAN 
adding value caet 3 LO. 
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Dr Johnson's dog 


S O THE American Congress has given its. 

president a budget for Christmas— proof, 
it may be thought, that the 200-year-old 
American constitution still works very nicely, 
thank you. The bicentenary celebrations, the 
Iran-contra affair and the unacceptable views 
of Judge Robert Bork have all focused atten- 
tion on the constitution in 1987, and after 
each examination the general verdict has 
been that it is a pretty spiffing document. In 
many ways it is. But in economic and foreign 
affairs, not entirely negligible responsibilities 
of government, the operation of the American system looks 
increasingly like Dr Johnson's dog walking on its hind legs: it 
is not done well, but you are surprised to find it done at all. 
Power and responsibility in Washington have grown so dif- 
fuse that decisions are habitually late, seldom final and all too 
often fail to meet their objective. 

The two bills passed by Congress before it went home for 
Christmas are typical. They became matters of urgency after 
the stockmarket crash on October 19th. Yet they were press- 
ing even before that. Black Monday was in large measure a 
response to the paralysis that has seized fiscal policy in Amer- 

` ica for five years. Had December's bill to cut the budget deficit 
been passed six months ago, the market crash might have 
been avoided. Had Congress devised a better system for 
organising taxation and expenditure, it might have passed an 

. appropriations bill not after midnight on December 21st but 
on September 30th, the day before the fiscal year began. 

Instead, after much dithering and dawdling, Congress has 
brought forth a budget-cutter involving the usual missed 
opportunities (no extra taxes on petrol or pensions) and con- 
jurer's sleights of hand (one-off asset sales, phoney extra reve- 

- nues). With it comes an omnibus spending bill, festooned 
with amendments to satisfy mendicants and special interests, 
and containing all the measures that should have been in 13 
separate bills. Like the budget-cutting bill, it conspicuously 
lacks any proposal that might be politically unpopular. Both 
bills are the children of indecision and cowardice. 


Tinker, tailor, bungle, botch 

The bills may also be inadequate to repair the economic dam- 

age caused by the years of drift and thus to save America, and 

the world, from slump. Indeed, both Congress and the presi- 
dent seem unaware of any such dangers. Opinion polls tell 
them that the voters in the sticks think a stockmarket crash 
. means merely a come-uppance for New York yuppies and a 
setback for BMW salesmen. The best informed, best staffed, 
s best educated politicians in the world are, it seems, either ig- 
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norant of the need to react decisively to — 
events or practically powerless to do so. [n any — 
event, when they do react, they do so always 
with the proviso that they will return to the — 
issue in due course. In Washington, no deci- 
sion is final. - 
And not just on the budget. The urge to 
tinker and procrastinate, to wound but not to 
kill, is even stronger in foreign affairs. Ever - 
since 1964, when Congress passed the Tonkin 
Gulf resolution giving Lyndon Johnson carte 
blanche to act in Vietnam, and then regretted 
it, senators and representatives have been increasingly in- 
volved in foreign policy. Their involvement tends to delay de- — 
cisions, not to promote them. Those currently pending in- 
volve most of the main foreign-policy issues of the moment: — 
aid to the Nicaraguan contras (20 votes in the Senate in 1986 — 
alone, never mind 1987), the current American operation in — 
the Gulf (after much agony, a decision has been taken to defer — 
a decision), the interpretation of the anti-ballistic missile — 
treaty (Congress and the administration have agreed to settle —— 
the matter next year), star wars (perpetual battles over - 
money), the MX missile (what the hell—build a few, but not — - 
too many) and so on. E 
The signs are that even some members of Congress are 
not too happy about their chronic indecisiveness. Six mem- 
bers of the Senate, which is supposed to be the world's most 
distinguished club, have already announced that they will not 
be seeking re-election in 1988. Three of them say life there is — 
just too frustrating (the latest to do so is, revealingly, the chair- 
man of the Budget Committee). Two other senators—one a 
Democrat, the other a Republican— recently broke into print 
to bemoan Congress's desire “to micromanage foreign rela- 
tions". They lament the passing of consensus in foreign pol- 
icy, and call for more consultation and trust between presi- - 
dent and Congress in the formulation of policy, in exchange — 
for greater deference in its execution. _ 
As it happens, Mr Reagan can expect bipartisan support - 
for his agreement with Mr Gorbachev over medium-range 
missiles. That does not mean the INF treaty will automatically 
be ratified. Some right-wingers do not like it, and will do their — 
best to stop its ratification. They will probably fail, yet the 
Russians can be forgiven for having their doubts: in less than 
15 years they have seen three arms-control treaties, signed by 
Presidents Nixon, Ford and Carter, all go unratified because 
of congressional hostility. That there should be any question. 
of the fate of the INF treaty—officially approved of by all the — 
European countries it most affects, and signed by the most _ 
conservative American president for half a century—is a com- 




































































ry on modei Wash 
Foreigners have always had trouble understanding Ameri- 
system of checks and balances, co-equal branches and 
separations of powers. The Founding Fathers, suspicious 
bove all of tyranny, never put much of a premium on action. 
Yet today's delays are not 1787's, or even 1957's. Power is 
10w more dispersed, and action more hesitant, than ever be- 
ore. Congressmen are answerable only to themselves, not to 
heir parties; financial independence and congressional re- 


, TOT all stories have’ happy endings, but the tale of South 
N Korea’s move from military rule to democracy has a bet 
r chance than most of concluding well. Mr Roh Tae Wo 
ctory in Korea's presidential election on December 16 


eatest economic successes can learn the democratic skills 
ch prosperity ought to make easier. If it works, the Korean 
eriment will show the way forward for several other East 
sian countries, such as Singapore and Taiwan, which have 
wn out of poverty but not out of old authoritarian habits. 
The biggest immediate threat to a successful presidency 
for Mr Roh would be a widespread belief among Koreans that 
is victory: was tainted by fraud. Mr Roh came in around 2m 





Young Sam, and slightly more than that ahead of the third- 
place finisher, Mr Kim Dae Jung. It was a large margin, but 


e campaign that Mr Roh could not win the election unless 
stole it, and as soon as the ballots were counted they said 
: had. 

-lt is clear that gus of EE went on, kn 


investigating these things with more diligence than it has 


- would have been needed to deliver a victory to Mr Roh 
h only 3696 of the votes against two strong rivals make the 
of a truly stolen election hard to credit. The brutal fact is 
the two Kims have unquenchable personal ambition to 
nk for the opposition's loss (neither would stand aside for 
e other); and, having lost, they have been only grudgingly 

ing to hint that the electorate may have known better 


d most Koreans resent it ed page 25). 


cs for South Keres He has first 
y ree Koreans who voted 
ling precept for a 
is always right. 
pronounced "No", 








ne first job in South Korea i is to face up to the meaning of that 36% 
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omises a period of stability during which one of the world's | 
| (which will not necessarily js ford c 


votes (996 of those cast) ahead of his closest rival, Mr Kim - 


neither Kim was chastened by it: both had declared during 
yught votes to substituted ballots. The government should. 


ar shown. But the scale and sophistication of the fraud 


hat it wanted than they did, It has been a sorry performance, 


Russia o. ue resin 





! presid ccasionall to line. - E 
America now also lacks a strong presid .Ar de even n ifi it gets *x 
one, he it will not enjoy the trust from Congress that existed 
before Vietnam, Watergate and Iragua. If America i 
ceed in tackling its economic problems andi coming to terms 
with its relative decline as a world power, it will have, quite 
literally, to get its act Sdn Dr " Johnson Sc 
learn to walk on four | egs again. on 




















the p R E RA wc liberalisation Kc s are ready for. 


During his term Mr Roh will also be trying to give new 
direction to South Korea’s vastly successful economy. Why 
fiddle with the fabulous? For the past a GNP 
iab has D ein a year. In ek ai lone, t, the yeat of a 





the moment iot dcr seams. xD quarterccentury ‘of aston- 
ishing growth has come at the expense of a currency that is 
too manipulated, a financial system that is too constricted, 
and an industrial structure that is too concentrated. The 
greatest economic problem is a foreign one: the value of Ko- 
rea's exports amounts to. more than a third of GNP (a necessar- 
ily large stream of foreign exchange for the heavily indebted 
Koreans), and its biggest export market, America, is increas- 
ingly cross. Both: a FedireeHon. i mus ascen y to 2 Japan) 





deus is a gute ks o th-east A 

30 years the natural divid at part of the world hu. run 
between South Korea; A. and Japan on one side, and - 
North Korea, Russia and China on the other. The chasm has. 
remained unbridged despite a few 1 recent gallant efforts, The ] 
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from a kindly old gentleman who lives at the Nortl 

, world's 5 billion people, biisuns nh prior bd me ic of though every sane six-year-old knows they are boi 

e 25% who call themselves pv arie enjort to excess s tradi- money hard-earned by parents. When dishing forth ta 
al financed things like health care, Santa Claus sta 
slanged as Scrooge. Britain's Daily Mirror a week b 
Christmas ran a front-page picture of Mrs Thatche 

-that of one of the dwindling number of babies who | 
died in childbirth; it implied she was personally 
for killing him by not putting even more money i 
health service. In most previous periods of the season « 
will, that sort of newspaper nastiness would have rep 
more people than it set baying, and it will soon do so. 















































— Don't invest in qiii rd ME dedos The trend will be to become nicer | 
on Christmas. Twenty-five years ago toymakers expected Attitudes to Christmas change dramatically betwee 
bankruptcies through the baby bust, but they then prospered might be called Hanoverian bawdy. ages and Vic 
because the parents of the 1960s started giving their fewer tan ones, Two British callers of a un ca iid er cha 
children far n more at eer which i = time of re / 
its in. PERMET ob rae in jer merri 
Christmas. broached the change ! E | 





D Europe: nd ee December n now sees pru nel Goad of 1 if year’. dcl 
- annual retail trade, which is less than it used to be in a 12- ruled England Christmas was m ze as y i ag f 
p goa y year. Next E S best bet may be selling strictly The holiday on December 25th was pas by ai 
tian Roman emperors. in around AD 275 as ' 
the — sun", seme: the vide. 





























jac a c family C Christmas d ides family ee ee 

wn in to say “hush” to the noisy children. Instead that de- 
cade was the prelude to diminution of the three-generation 
‘and even the nuclear family. Last week the elderly were being 
moved out of their ma cheap autumn hotel rooms in sun- 






| dined: Dun a as - did ti iger ngly y purita 
cu prices, pee eed Snow Son PL swimming commercial interests recreated it after | 1850. 
Pools $0 as to keep associating ED ear with cold, although America keeps its November Thar a 
sth uncommercial festival when p people. eu try to 
other. Today's straws iners nat E 
its Christmases the Thanigai ing v way. 
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. gance and sctambled-headedness. is again oi 
Treasury's threat to use its golden si shz 








a i —— to stop British Petroleum gaining | 
Or e company with a £214 billion ($4.1 ! 
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"o a government that p puts s such store by the virtues of a mar- 
ket economy, that is an extraordinary threat. 

To judge the British government by its words alone, it ac- 
- cepts that usually it should stop business moves and practices 
o when they are anti-competitive. And some of the govern- 
. ment's deeds have increased competition, and so cut prices: in 
the conveyancing of houses, in the sale of spectacles, in sub- 
contracting of services, and in setting off Big Bang in the City 
Lor London in October 1986. Things begin to go wrong only 
P hen the government's commitment to competition comes 
into conflict with another of its priorities. Then it is compe- 
tition that tends to be junked. 


Y Where trustbusters lose their way 

It happens with privatisations. The Treasury would have had 
E o settle for a lower price for British Telecom and British Gas 
if it had used the sale of these utilities as an opportunity to 
break their monopoly. Given a clash between more cash and 
more competition, the government decided that it would take 
th Ye cash. That decision has, it turns out, pleased nobody— 
D ot even the Sids who were able to buy cut-price shares in 
monopolies. They too are consumers. At British Telecom’s 
a annual meeting they gave the bosses hell over a telephone 
service that would disgrace Swaziland. 

I Mach the same happens when British firms wrap them- 
selves in the flag and sing "Land of Hope and Glory". Mrs 
Thatcher's special relationship with President Reagan was ex- 
ploited to the full in 1984 to persuade the White House to call 
off an investigation into allegations that British Airways and 
ers had engaged i in predatory pricing to bankrupt such 
Feely competitors on Atlantic routes as Sir Freddie Laker. 
As British air passengers are hurt as much as American ones 
b əy such practices, it ought instead to have ordered full British 
‘co-operation with the American investigation. 

3 ie A more enlightened approach seemed in prospect when 
the government let United Technologies, an American con- 
glomerate, buy Westland, Britain's only maker of helicopters. 
The decision, however, created a storm. With Mr Michael 


Between Elbe and Bug 
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OMMUNIST governments are bad at changing their 
leaders. Nobody could think how to remove Stalin, 
RH B ner or Mao, so they stayed on until God obliged. When 
death does not do it, change at the top almost always requires 
- something nearly as traumatic: a palace putsch (which ousted 
Khrushchev in 1964), Soviet invasion (Hungary 1956, 
| Czechoslovakia 1968), an explosion of "people's power" or 
- subsequent martial law (the Polish pattern). 

| Give one cheer, therefore, for the smooth if belated depar- 


l j ture of Czechoslovakia's Gustav Husak, who has given up the | 


party leadership—and hence real power—while keeping the 
mild dignity of the country’ s presidency. His “retirement” 
from the top party job gives hope that some of ^is other lead- 
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| ] low much Gorbachevism will the going of Gustav Husak let into Eastern Europe? 
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offer by General Motors to relieve the British taxpayer of the 
Land Rover division of BL was blackballed. A bid for British 
Caledonian from British Airways (its bigger British rival) 
which would decrease competition was preferred to a bid 
from SAS which would increase it. Foreigners, it seems, are 
able to buy only when the rival British bidder's face does not 
fit, as Mr Tiny Rowland can attest. To his understandable 
fury he saw the House of Fraser, the stores group that owns 
Harrods, sold to the Al-Fayed family after his bid was blocked. 

Even after this waywardness, the government s hostility to 
the bid by BP for Britoil still comes as a surprise. Oil has been 
among the world's least concentrated, most competitive in- 
dustries since the break up of the Rockefellers’ Standard Oil 
trust was initiated by the Roosevelt and Taft administrations 
early this century. Several international oil giants are big 
enough to spit into merged Br-Britoil's eye, and can sell their 
products freely in Britain. 

The merger can be seen as uncompetitive only if it is 
viewed in an entirely British, and British North Sea, perspec- 
tive. But is the government really so myopic? The EEC trust- 
busters in Brussels have always been more enlightened than 
that. Trustbusters in the United States have seen the light 
more recently. In judging whether a takeover is uncompeti- 
tive, they too now accept that the issue is not the combined 
share of the home market of the merging companies but the 
strength of their international rivals and the openness of the 
home market to the goods and services of foreigners. 

Translating that sensible principle into practice ought to 
be easier in Britain than in America. Going back to the Sher- 
man Act of 1890, the United States has given statutory force 
to a detailed list of anti-competitive practices. Companies can 
and frequently do invoke them in bringing private antitrust 
suits in American courts. In Britain it only needs the govern- 
ment to accept that sensible principle for competition policy 
to become coherent. The “public interest”, which British 
trustbusters bang on about, would also be served. Consumers 
would get more choice and lower prices. 








ers in Eastern Europe who are long in the tooth and short on 
popularity may go before death takes them. But the real cheer- 
ing should begin only when changes at the top lead to the 
freer life virtually every East European yearns for. How much 
freer could life become between the Elbe and the Bug now 
that Mr Gorbachev has unleashed glasnost in Russia? 

For Czechoslovakia, almost anything would be an im- 
provement on Mr Husak, who spent 19 years imposing com- 
munism with a Brezhnevian face on a country that had briefly 
glimpsed something more human. The countenance of the 
new boss, Mr Milos Jakes, is not reassuring. It was he who 


supervised the purge of the party in the years after the Prague - 
Spring of 1968. Is the enforcer of Brezhnevism the man to 





bring Gorbachevism to Czechoslovakia? Most Czechoslo- 
vaks, who are understandably cynical, suspect that he is there 
to do precisely the opposite: 
realising that to satisfy Mr Gorbachev they had at least to 
pretend to be doing something new, replaced Mr Husak with 
Mr Jakes as a way of appearing to change while in fact carrying 
on much as before. 

With luck, Mr Jakes will prove slightly better than that. 
Czechoslovakia cannot have an instant Gorbachev, because 
everybody in the current Politburo is associated with the years 
of post-1968 "normalisation". Nor is it clear that Mr 
Gorbachev wants anybody quite as radical as himself to be in 
power in Prague. While he is busy trying to transform Russia, 
he prefers change among the East European comrades to re- 
main within the bounds of the tidily undramatic. If Mr Jakes's 
record makes him the Pragmatist of Prague (see page 56), he 
will respect Mr Gorbachev's wishes. Still, better tidy change 
than none at all. 

The rhetoric about reform that started to be heard in 
Czechoslovakia last spring has sounded hollow because Mr 
Husak's time-servers are still in place. If it is to be Jakes-the- 
changer rather than Jakes-the-blocker, a lot of other old faces 
will have to follow Mr Husak into retirement. And Mr Jakes 
could lay the foundations for bigger changes to come by en- 
couraging more glasnost—including a fresh official look at the 
"lessons" of 1968, so that ideas for reform are no longer killed 
by association with the dreams of those times. Mr Gorbachev 
does not want Czechoslovak history to repeat itself. Hence 
the official distinction being drawn between 1968 and 1988: 
whereas things ran out of control 20 years ago, this time the 
party will stay firmly in charge. Mr Gorbachev's hope is that 
Eastern Europe can copy the sort of "revolution from above" 
he has been leading in Russia, and do it without ructions. 


Jakes's thing is not enough 

Ructionless reform is easier said than achieved. In Eastern 
Europe revolution has a habit of coming from below. East 
Europeans are closer to the West than Russians are, and have 
lived a generation less under communism; many of them have 
democracy in their culture, if not in their memories. [n Russia 
Mr Gorbachev is struggling to convince his people—let alone 
his Communist party—that they should embrace the changes 
he has in mind. Most Czechoslovaks, Hungarians and Poles 


Scraping the barrel 


the politicians in Prague, 


would love their leaders to be even more innovative than Mr 


Gorbachev is. He must wish the shouts of "We want - 


Gorbachev” from the streets of East Berlin and Prague could 
be heard in Kiev and Kuybyshev too. 

Such enthusiasm for change is both wind in Eastern Eu- 
rope's sails, and a possible future anchor. The East Europeans 
can make Gorbachevism work a lot better than it is ever likely 
to work in Russia itself, because most people in these more 
sophisticated countries will welcome it rather than resist it. 
The danger is that Eastern Europe's communist parties have 
too many Yeltsins: people who will try to insist, like Moscow's 


sacked party boss, that reform should go faster than Mr 1 


Gorbachev intends, and further than their local parties will — 
allow. The anchor will chen splash overboard. Now that Mr 


Gorbachev has given a certain licence for reform, a successful 


East European leader will be one who can persuade his own 


impatient people that he is on their side while assuring the a 


watchful types in the Kremlin that the party is not about to 
lose control. " 
Such leaders will be hard to find. The best—perhaps the 


only—example so far has been Hungary's Mr Janos Kadar. He — 


has managed to give Hungarians about as much freedom as 
was possible without falling foul of the “Brezhnev doctrine" — 
that was used to explain the invasion of Czechoslovakia in 
1968. But Hungarians now want to go further, and they ~ 
rightly reckon that Mr Kadar is too doddery to help them. In 


Poland, too, liberalisation is bumping against the limits of — — 


one-party rule; the next step leads into pluralism, and for 
communists that is a leap into the void. 

Some would-be leaders, such as Mr Imre Pozsgay in Hun- 
gary, might try to persuade Mr Gorbachev that a degree of 
pluralism is the best way of keeping their countries stable; but 
such people are not being allowed to come to power. Instead, 
apparatchiks who understand the party better than the peo- — 
ple are coming to the fore. Czechoslovakia's Mr Jakes is a fine — 
example of the breed. 


The people of Eastern Europe cannot expect much froma — —- 


Gorbachev-inspired "revolution from above". Before long, 
the rumbles of revolution from below will make themselves — 

heard again. How Mr Gorbachev copes with that will do more — 
to influence the level of trust between the two halves of Eu- 
rope than any arms-control agreements the superpowers may — — 
sign between now and then. 


Of all the arguments for Britain's new poll tax, "boosting local democracy" 


is the flimsiest 
 RITAIN'S new local poll tax will be costly to collect, visi- 


bly unjust and easy for some people to evade. Many of 


the government's backbenchers dislike it, though only a few 
dared to vote against its second reading. To hide the tax's 
flaws, ministers are now falling back on an argument that 
sounds beguiling: that poll tax will increase local councils’ 
accountability to their voters. Of all the arguments, says the 
minister responsible, Mr Nicholas Ridley, “this is the one 
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which people do not seriously challenge.” His reforms, he 
says, will restore local democracy. They will “for the first time 
put local power where it belongs—in the hands of the individ- 
ual.” There is no sliver of truth in either claim. 

Britain already has something called universal adult fran- 
chise. It works badly, especially in local elections, because the 
first-past-the-post electoral system gives the victors more than 
their share of the seats. Yet work it does: if local councils dis- 
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please enough electors, the ruling party can be and often is 
voted out of office. Poll tax may indeed make voters think 
- harder about the cost of what they vote for. But that —how- 
. ever desirable—is nothing to do with “restoring democracy”. 
It exists; and if councils are now not accountable enough to 
. their voters, poll tax will not make them one jot more so. 
— [n fact, some of the changes coming in with poll tax will 
make them less accountable. Three-quarters of the revenue of 

local authorities will come from central government, so 
- Whitehall will affect local decisions even more than it does 
now. And not just the decisions of the big spenders. If, say, 
prices are rising by 5%, and central government increases its 
. grant no faster, a council whose wage-driven costs are rising— 
with no rise in service levels—by 796 must push up its poll tax 
- by 1396. That would certainly encourage cost-cutting and low 
- spending, and such equations ought to demand some rise in 
town-hall productivity when all other British workers are 
boosting theirs by 312% a year. But the only accountability it 
will increase is that of councils and voters alike to the power of 
Whitehall. 
- $ 
__ The government hopes more electors will vote, once they 
have to pay for the result. A more certain effect will be fewer 


> C 


Coffin politics 
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Men who, usually regrettably, come back from the grave 
FI HERE is a speculative method of setting the world right 
AK that might be called coffin diplomacy. Poison Ayatollah 
Khomeini and the Gulf war would end. Shoot Colonel 
. Qaddafi and terrorism would have to find a new home. If the 
. recollections of spies are to be believed, such fanciful ideas 
have actually been contemplated by governments: Fidel Cas- 
_ tro and the late Gamal Abdul Nasser are said to have been 
pos ible targets. Setting aside morality, would such actions 
change things for the better, even if “better” is taken to mean 
an advantage for the assassins? Don’t count on it. 
— [n a little-noticed series of local elections in Pakistan in 
December, the most influential candidate was Zulfikar Ali 
Bhutto, who was hanged in 1979. General Zia ul Haq, who 
- had deposed Bhutto in a military coup, may have thought, 
when his opponent was convicted of murder by a military 
. court, that destiny had favoured the new regime. But Bhutto 
‘is still haranguing voters from the grave. His People’s party, 
which believes it will win the general election promised in 
. 1990, is dominated by his daughter Benazir. Even at her wed- 
. ding on December 18th Benazir managed to remind the world 
= that such jollities will not change the Bhutto family's resolve 
. to depose President Zia. 


Good or bad, it's glamour that counts 
. The politics of Indonesia contains something no less creepy. 
There, such opposition as the army-run government has to 
. bear comes from Sukarno, the country's first president, who 
. lost power in 1966 and died in 1970. His supporters, waving 
his portraits and quoting his speeches, picked up 11% of the 
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electors. The electoral register will be the first source of names 
for poll tax. Why should anyone who can keep out of sight 
bother to get on it—above all in the many areas where first- 
past-the-post makes voting seem pointless anyway? 


The right and simplest reform 


The best course for any government, whatever its view on 
local taxes, would be to bring in proportional representation 


* for local elections. That would lead more electors to vote; pre- 


vent a few councils falling to Labour extremists, because more 
Labour people would be willing to vote Alliance against La- 
bour extremists if they saw no danger of letting Tories in; and 
prod the many councils whose ruling party knows that only 
an earthquake can unseat it and acts accordingly. 

The case for PR is even stronger for local elections than for 
national ones. No central government is secure for ever, and 
none wins the sort of majorities—62 to 4 in Barnsley in 1986, 
87 to 16 in Strathclyde, 49 to 3 (and not a Labour face among 
these) in Richmond, London—which make local democracy a 
farce. And rR could be introduced easily: local elections al- 
ready use the multi-member constituencies needed by the best 


version of PR. So why not do it? 


votes in last April’s election. The government has banned a 
film about Sukarno, and is discouraging study of his teach- 
ings. It has not achieved exorcism. 

If there is a clue to the durability of some dead politicians, 
it may be that they illumine the grey personalities of their 
successors. Sukarno and Bhutto were flamboyant and lived 
well. They were mesmerising speakers who made the poor mil- 
lions feel they need not be humble. The Kennedys sparkled 
through the weariness of the Johnson and the Nixon years. 
Eva Peron became a musical: nobody will write sad songs 
about Raul Alfonsin, Argentina’s luckless democrat. Presi- 
dent Chun Doo Hwan gets a nod for agreeing to hand over 
power in South Korea, but his predecessor, Park Chung Hee, 
who had made himself president for life, is a legend. Time 
condones wickedness. The reformist leaders of Russia and 
China sensibly go easy on disowning Stalin and Mao. 

Fanatics who think that a gory death guarantees lasting 
influence should pause. Martyrdom is rarely a part of the cof- 
fin-politics phenomenon. Nasser, who died in the ordinary 
way, still lifts Arab spirits. Sadat, a good man murdered for 
his beliefs, does not. Yet the reputation of many a bad man 
has been unjustly saved by a martyr’s death. Maybe the world 
is fortunate that Hitler was not murdered in 1944, instead of 
committing suicide in 1945 in the Germany he had ruined. 
The speculation of might-have-been could fill a book. One 
guess is that the cry of “betrayal” might then have been heard 
again, in a still undivided Germany. History does not like be- 
ing interfered with. 
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One of the luxury homes at Beacon Hill Summit built by Taylor Woodrow Homes California 
Limited. Beacon Hill Summit is the latest neighbourhood development at the company's 
award-winning, master-planned community at Laguna Niguel, Orange County, Califorma 


Treaty Centre, Hounslow, Middlesex. A prestigious shopping development built by 
Taylor Woodrow Construction Limited for Taylor Woodrow Property Company Limited, 
in partnership with Eagle Star Properties and the London Borough of Hounslow 


GABON — Client: L'Office du Chemin der Fer Transgabonais on behalf of the Gabonese Government. Client's 
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A ‘Monique’ four-bedroom home on the highly acclaimed development at Binfield, 
Berkshire, by Taylor Woodrow Homes Limited 
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The Transgabon Railway. The main contractor was Eurotrag, a consortium of which 
Taylor Woodrow International Limited was one of the two British members. 





Consultant: La Mission de Contrôle du Transgabonais, a joint venture comprising SOFRERAIL, BCEOM, TAMS and 


ELECTROCONSUL T. MIDDLESEX, Treaty Centre — Architects: Fitzroy Robinson Partnership, Quantity Surveyors Rider Hunt & Partners. Structural Engineers: Taywood Engineering Ltd. Internal Fimishes: Jonathan James Ltd 


Taylor Woodrow have a proven track record 


in all aspects of Construction, Property and Homes. 


Today there are thousands of team members 
worldwide, and they are our greatest asset. 

It is this abundance of resources and 
expertise that has enabled Taylor Woodrow not 
only to achieve success in these areas, but also 
in coal and gas production, sand 
and gravel operations and a host of 
allied activities. 

To satisfy our clients! require- 
ments and to deliver on time and to 
budget the team brings a tradition of 
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craftsmanship and care to every project together 
with the very best of modern technology. 

Our successful philosophy of free enter- 
prise and teamwork is amply demonstrated by 
the range and variety of projects both large and 
small in which Taylor Woodrow team members 
are currently involved in all five continents. 

If you need help with a UK 
project please contact Ted Page on 
01-575 4354, for overseas please contact 
Bob Tippins on 01-997 6641 and for 
Homes Worldwide please contact Tom 


Fairclough on 01-578 5757. 


Experience, Expertise and Teamwork Worldwide. 
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GLASNOST AND UNEMPLOYMENT 


The labour pains of perestroika 


MOSCOW AND BUDAPEST 


In Western Europe 20m people are out of work. In the communist half of 
Europe, on the official count and excluding Yugoslavia, nobody is. The 
Soviet Union, having officially abolished unemployment for good on 
October 9 1930, often counters complaints about human rights by saving 
that in Russia everyone has the ‘right to work”. But glasnost is replacing 
claims of nirvana with questions, especially in Russia and Hungary. Is the 


record on employment really so 
western hem à of efficiency while a 


66" HEY pretend to pay us and we pre- 

tend to work,” runs the old Soviet 
joke. You may not earn much in Russia, but 
then again you don’t have to work too hard 
either. And you can depend on the com- 
fortable thought that, come what may, your 
job is safe. Comfortable old certainties are 
disappearing fast in Mikhail Gorbachev's 
revolution. 

For the bureaucrats in the Moscow 
ministries, for example, job security is not 
what it was. By 1990 about half of them— 
perhaps 60,000 people—will have to go, ac- 
cording to Mr Gorbachev's plans. The thin- 
ning out has already started. 

The Soviet press recently reported on 
the complaints of 680 people who had been 
"relocated" since June after the merger of 
two engineering ministries. Most felt they 
had been dismissed unfairly. The biggest 
shake-up so far was the merger in 1985 of 
five farm-related ministries into a new su- 
per-ministry called Gosagroprom; 3,200 
people, or 4796 of the old ministries' staff, 
had to be found work elsewhere. The Soviet 
Union claims to guarantee a job for all its 
citizens, so it offers no unemployment bene- 
fit. In practice, something like limited un- 
employment benefit is sometimes paid out. 
Those who lost their jobs in the 
Gosagroprom reshuffle continued to re- 
ceive their full salaries for up to three 
months. 

It is not just bureaucrats' jobs which are 
under threat as Mr Gorbachev presses 
ahead with perestroika, the "restructuring" 
of the Soviet economy. His chief economic 
adviser, Mr Abel Aganbegyan, says that it 
would be desirable to shut down "several 
hundred" enterprises pretty soon. The 
prime minister, Mr Nikolai Ryzhkov, told 
the Supreme Soviet in June that some 1396 
of state enterprises might have to close. Ac- 
cording to another Soviet economist, Mr 
Vladimir Kostakov, 13m-19m jobs in non- 
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ect? Can communist economies match 
voiding western joblessness? 


service parts of the economy (13-1996 of the 
workforce) may have to go by the end of the 
century if productivity targets are to be met. 

Mr Kostakov's calculations upset a lot 
of people when they were published in 
1986. But as head of the labour-resources 
department in the research institute under 
Gosplan, the state planning committee, Mr 
Kostakov presumably knew what he was 
talking about. Nor is it surprising that such 
a big adjustment is needed if Russia is to 
start resembling a really modern economy. 
Compared with America (see chart on next 
page) Russia has far too many people em- 
ployed in factories and on farms, and not 
nearly enough in services. Perestroika must 
involve shifting millions of people from 
Russia's overmanned factories into its un- 
derdeveloped service industries. 

A similar shake-up is in prospect in 
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Gorbachev spreads the message 


Hungary, although the absolute numbers 
involved are much smaller. Plant closures 
and lay-offs are becoming more and more 
common. The government has said that 
10,000 steel workers will lose their jobs over 
the next two years. In industry as a whóle; 
according to official plans, total employ- 
ment is expected to shrink by 90,000 (6% of 
the present industrial workforce) by 1990. 
In addition, restructuring will mean job 
changes for at least 200,000 people, and 
10,000 people will have to switch from one 
industry to another. 

All this is forcing the governments in 
both Hungary and Russia to look again at 
the guarantee of a job for everybody. The 
right, indeed the obligation, to work is en- 
shrined in the constitutions of both coun- 
tries: the state promises to create enough 
jobs to go round, and can prosecute people 
who decide not to work. The degree of job 
security achieved has been remarkable. 
When Russia and its East European allies 
boast about doing better than the West, top 
of their list is the claim that they provide 
jobs for more or less everybody. They have 
outperformed other communist countries, 


too: China, Vietnam and Yugoslavia all: 


have heavy unemployment. Is the jobs-for- 
all promise now under threat? 


Look back in honesty 

Part of the answer is to admit that the 
record on employment, impressive as it has 
been, is not as perfect as official propaganda 
has claimed. The existence of three forms of 
unemployment is now being fairly freely 
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acknowledged. 

First, there is the frictional unem- 
ployment that exists in any economy be- 
cause it generally takes time to change jobs, 
or to start work when leaving school or uni- 
versity. In Russia the average length of time 
between quitting one job and taking up a 
new one is comparatively short (ábout 25- 
30 days), but people tend to switch jobs a lot 
(about one worker in five changes his job in 
any year). Soviet economists now estimate 
that this alone causes an unemployment 
rate of about 2%. 

Second, communist countries have 
what are unfondly called parasites: people 
without an official job. This is against the 
law (remember, work is not just a right, but 
an obligation). There are nonetheless 
plenty of parasites— "several hundred 
thousands" of them, it is said. Add them to 
those out of work because of frictional un- 
employment, and the Soviet jobless figure 
rises to around 396 of the workforce. 

A handful of these so-called parasites 
are political dissidents who are simply not 
given any official work (Joseph Brodsky, the 
Nobel-prize-winning poet, was once techni- 
cally a parasite). Many others are profes- 
sional vagabonds. Another group make a 
tidy living off the black market. In a mod- 
ern-day version of Gogol's ‘Dead Souls", 
the black-marketeers can keep their work 
papers in order by doing a deal with a local 
factory manager: the manager simply pock- 
ets the salary of the worker he knows will 
never actually turn up. 

The biggest blemish, however, is the ex- 
tent to which the communist world has sub- 
stituted hidden unemployment for the 
mainly open unemployment that exists in 
the West. Instead of having jobless people 
on the streets, what amounts to unemploy- 
ment exists within the factory gates. “Is it 
true there's going to be unemployment ben- 
efit in Hungary?" asked one of the perform- 
ers in a traditional new year cabaret pro- 
gramme broadcast by Hungarian television 
a year ago. "No," came the answer, "it's 
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called a salary." 

Overmanning exists on a scale barely 
dreamt of by the most restrictive of restric- 
tive-practice trade unions in the West. The 
Hungarian government daily Magyar 
Hirlap has estimated that about Im people, 
a fifth of the workforce, is employed for no 
useful purpose. In Russia things are no bet- 
ter. Ten years ago a western study found 
that manning levels in chemical plants built 
by western contractors in the Soviet Union 
were on average over 1!⁄ times as high as in 
Western Europe. 

The reason is simple. In Russia, and to a 
lesser extent even in Hungary, the East Eu- 
ropean country where decentralising re- 
forms have gone furthest, factories aim 
above all at maximising output rather than 
maximising profit. The more they produce, 
the bigger the bonus—even if that involves 
using inputs, including labour, in quantities 
which in the West would be unprofitable. 
Labour is cheap, and factory bosses are not 
too bothered about making the best use of 
people's skills and time. The state, they feel 
sure, will always help out with the bills. 
Cheap labour often makes them unin- 
terested in increasing output by introduc- 
ing new technology; easier just to take on 
more workers, if you can get them. 

So factories tend to hoard labour, tak- 
ing on more people than they need. Even if 
they are idle much of the time, extra people 
come in handy for the “storming” periods 
at the end of the month or year, when the 
rush is on to meet plan targets. In more mar- 
ket-oriented Hungary, the greater emphasis 
on profits should in theory have put a stop 
to labour hoarding. But precisely because 
the government feared mass unemploy- 
ment, it decided to tell factories what their 
average wage should be. As a result manag- 
ers had to take on lots of low-paid workers 
they did not really need if they wanted to 
reward some of their employees with above- 
average salaries. 

Is this "hidden unemployment” really 
such a bad thing? Many people would argue 
that it is preferable to the open unemploy- 
ment that plagues the West. Better, surely, 
to have some sort of job, however unpro- 
ductive, than none at all. Nobody suffers 
the humiliation of being out of work, or of 
belonging to a jobless underclass. 

But the costs of keeping everybody co- 
sily in work are high. Overmanning is ex- 
pensive in itself. Perversely, it also leads to 
serious labour shortages: because some fac- 
tories hoard labour and have more than 
they need, others cannot get enough of it. 
Because it is so inefficiently used, labour is 
in short supply throughout Eastern Europe. 

Too much job security, it is now argued 
in both Russia and Hungary, makes people 
sloppy. In fact, job security itself may not be 
the main problem. The Japanese have 
plenty of job security, and are not noted for 
their lack of diligence. It may be that the 


sloppiness has more to do with 
demoralising working conditions: the sup- 
plies that do not arrive and so leave you 
standing around, the machines that break 
down, the absence of "customer power” to 
keep producers on their toes. 

Whatever the reasons, people have got 
into bad habits. Drunkenness on the job is 
common (or used to be in Russia before Mr 
Gorbachev's anti-drink campaign), and 
absenteeism is rife (in Hungary, nearly 9% 
of work-time is said to be wasted because of 
it). It is remarkably hard for managers to 
fire workers even if they want to—apart 
from anything else, they have to find new 
jobs for the sacked men. In the words of one 
Soviet economist, at present “the workers 
are the bosses". 


Wanted: new thinking 


Politicians are now joining economists in 
recognising that the drive for economic efh- 
ciency must involve cutting out a lot of this 
work-time waste. The economists are still 
ahead of the politicians, however. In an out- 
spoken article in the June issue of Novy 
Mir, Mr Nikolai Shmelev of the United 


States and Canada Institute in Moscow ex- 





Could it happen in Russia? 


pressed thoughts that would have been un- 
printable in pre-glasnost times. ‘The real 
possibility of losing one's job, of being 
shifted to a temporary unemployment sub- 
sidy, of being forced to move to a new place 
of employment is not at all bad medicine to 
cure sloth and drunkenness," he wrote. 
"Many experts believe it would be cheaper 
to pay unemployment compensation than 
to keep on loafers who can (and do) ruin 
any efforts to raise efficiency and quality." 
When asked to comment on the 
Shmelev article, Mr Gorbachev said he 
agreed with much of it, but rejected the 
ideas on unemployment. Mr Gorbachev 
wants to eliminate overmanning while 
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avoiding unemployment. The notion of un- 
employment is still officially reckoned to be 
incompatible with socialism. Even so, the 
official attitude is changing. The emerging 
new orthodoxy is that, though everybody 
still has the right to work, employment has 
to be "effective". 

This is a retreat from the old promise of 
full employment, although glasnost does 
not yet allow people to say this out loud. 
"Socially and economically effective ratio- 
nal full employment” is the mouthful of a 
phrase for the new goal used by an influen- 
tial economist, Mr Stanislav Shatalin, in 
the party journal Kommunist. Mr Shatalin 
goes on to explain himself rather more 
clearly. The principles of socialism, he says, 
are not principles of charity that guarantee 
everyone a job regardless of his ability to 
work. “A person should have to enter into 
an economic struggle every day to hold on 
to a job that is suited to his abilities." 

Glasnost has gone a bit further in Hun- 
gary. For some years the Delphic slogan has 
been that "efficient employment is the 
responsibility of the enterprise, full employ- 
ment is the responsibility of the state.” But 
officials are now starting to admit that some 
unemployment is inevitable, though they 
claim this is a transitional problem that will 
disappear after a few years. Hungary's presi- 
dent, Mr Karoly Nemeth, has expressed the 
new position as follows. “We wish to retain 
full employment; but this is not exclusively 
an issue of political resolve or good intent. 
Employment has to be effective. In certain 
areas and professions we must expect transi- 
tional employment problems. They must be 
resolved everywhere in a socialist, humane 
manner." 

For all the careful phrasing, this is a dra- 
matic break with the past. People are being 
told that they can expect a degree of insecu- 
rity in their jobs. So far, the governments in 
both Hungary and Russia have clearer ideas 
on how to make people work better than on 
how to cope with the "temporary" unem- 
ployment problems that are bound to grow 
as restructuring gathers pace. 


Making a better job of it 


On January Ist, new laws will come into 
force in both Hungary and Russia which 
should make factory bosses think hard 
about overmanning. Hungary is introduc- 
ing a tax reform which includes a progres- 
sive income tax. Factories will have to in- 
crease their employees' wages in 1988 so 
that after-tax basic pay is no lower than it 
was before. The factories will not be entitled 
to any compensation from the state for 
their higher wage bills—which is why some 
Hungarians are saying that the new rules 
will act as a tax on employment. At the 
same time the government under the new 
prime minister, Mr Karoly Grosz, has said it 
means to enforce more rigidly the bank- 
ruptcy law passed in September 1986. Up to 
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now, few enterprises seem to have taken se- 
riously the threat that they might be al- 
lowed to go bust. 

Russia's Law on the State Enterprise, 
the cornerstone of Mr Gorbachev's eco- 
nomic reforms, also takes effect in January. 
The idea is that enterprises will have a lot 
more independence, and will have to be 
“self-financing”, which means that from 
now on they are supposed to earn at least as 
much as they spend. In theory—nobody 
can say for certain whether it will work in 
practice—this should encourage managers 
to start cutting back on the inputs, includ- 
ing labour, which they were only too happy 
to hoard so long as the state footed the bill. 

Labour-shedding will start in earnest 
only if managers are allowed to get rid of 
people they do not need and to pass on 
some of the savings as an incentive to the 
workers who remain. Opposition to this 
idea is strong, but Mr Gorbachev himself 
seems keen on it. He has held up as a gleam- 
ing example an experiment on the Byelorus- 
sian railway which produced staggering 
results. 

The Byelorussian experiment shows 
what can be done, given the right condi- 
tions. Research revealed that over a fifth of 
work-time in some parts of the railway was 
spent doing nothing. In little more than a 
year, starting in December 1984, the railway 
managed to shed 12,000 workers (about 
1096 of its total workforce). This was done 
by, for example, having only one driver for 
freight trains, automatic signals, and a 
freeze on new hiring. Some of the 12,000 
retired, the rest were given other jobs in 
Byelorussia—and the workers who re- 
mained got wage rises as a reward for their 
increased productivity. The experiment has 
since been extended to ten other railways 
and two metro lines, and has led to the 
shedding of a further 130,000 jobs. 

Cynics doubt whether reforms will be 
implemented with the vigour that Mr 
Gorbachev and Hungary's Mr Grosz would 
like. But if they are, will unemployment be- 
come a big worry! Hungarians and Russians 
are equally dismissive of the idea. Most 
reckon that frustrated demand for labour 
will eventually soak up more or less all those 
who lose their present jobs. 

Mr Shmelev, the author of that bold ar- 
ticle in Novy Mir, believes that *unemploy- 
ment in the classical sense is not a real 
threat for us in this century." The big prob- 
lem, he argues, is to unite the "hidden re- 
serve" of roughly 2596 of the workforce 
with the 2096 or so of industrial capacity 
which is at present unused. Besides, mil- 
lions of people are needed to boost Russia's 
rudimentary service industries. There will 
be no shortage of jobs. 

Maybe so. But the difficulty of match- 
ing people with the jobs that are available 
will grow. A redundant coalminer cannot 
instantly start a new career as a computer 
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programmer. Increasing numbers of Hun- 
garians and Russians will be unemployed 
for much more than just a few weeks, as 
they search for a job to match their skills or 
learn new skills to match the available jobs, 

How will the governments cope? The 
Soviet Politburo announced in November 
that it was expanding its job-placement net- 
work, introducing better compensation for 
laid-off workers, and drawing up measures 
to ensure that these workers would be in- 
volved in "labour activity”. The details are 
not yet known. In Hungary, which started 
to adjust earlier, some of the details are 
known. 


Hungary's goulash 
Western countries would be delighted to 
have unemployment on Hungary's tiny 
scale. Some 10,000 people are registered 
with employment offices as jobless; half of 
them have been out of work for over three 
months. At the same time, there are said to 
be 60,000 job vacancies, mostly for unpopu- 
lar, low-paid work. 

Yet the state is finding it impossible to 
honour its legal commitment to offer laid- 
off people a suitable new job: that is, one 





Happy with old habits 


requiring the same qualifications as the old 
one, paying no less than 90% of the old sal- 
ary, and located no more than one hour's 
travel from home. A sense of insecurity is 
growing. Opinion polls show that young 
people are starting to worry more about un- 
employment, which is already affecting 
some areas of the country quite a lot. In 
Miskolc, for example, a centre for heavy in- 
dustry, only one in ten unskilled workers 
can find a job. Finding work has become 
particularly hard for women, especially 
school-leavers, and members of Hungary's 
gypsy minority. 

The government is now adding to its 
mish-mash of measures for dealing with un- 
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employment. These are: 

e "Retraining support", in the form of 
continued payment of a laid-off worker's 
previous salary for up to 2V? years, has been 
available to a limited number of people for 
the past four years. 

e Workers can now be given six months' 
notice to leave their job, on full pay, instead 
of the usual month or so. This possibility 
was introduced along with the new bank- 
ruptcy law in 1986. 

@ Some Hungarians qualify for six months’ 
support to help them find work (they get 
75% of their previous salary for the first 
three months, 60% for the next three 
months). Because the government makes a 
peculiar distinction between people who 
lose their jobs as part of “restructuring” 
and those laid off for other reasons, this 
“relocation support” (Magyarspeak for un- 
employment benefit) is available only when 
ten or more people are sacked at one go. 
Add together extended notice, “relocation 
support” and other arrangements, and the 
maximum period of support is 15 months. 
e The controversial idea of “public utility 
work" was introduced last summer for peo- 
ple who have no skills (and sometimes a 
prison record) and whom nobody wants to 
employ. This is usually heavy and pretty un- 
pleasant work—road-building, sewerage 
maintenance, rubbish collection and the 
like—and the scheme has come in for criti- 
cism in the official press. Nonetheless, it is 
planned to increase the number of people 
involved from about 1,000 to 4,000 in 1988. 
@ Starting from January, early retirement 
can be given to people who are within five 
years of retirement age and work for enter- 
prises that are either being “restructured” 
or wound up. 

e Anew training scheme for school-leavers 
unable to find work will provide courses in 
marketable skills for 1,000 people in 1988. 
@ An "employment fund" of 1.2 billion 
forints ($25m) is being set up in 1988, 
mostly from the state budget. Half of the 


. money will be spent on financial support for 


the unemployed, the National Develop- 
ment Bank will allocate the rest for invest- 
ment in new jobs—for example, in areas 
where no enterprise wants to move in, and 
where people cannot be moved out. The 
bank is organising a competition to decide 
who gets its half of the money. 

Is this patchwork of policies good 
enough? Far from it, say some Hungarians. 
The government has only half-recognised 
the problem of unemployment, they argue, 
and is taking half-measures to deal with it. 
They complain, rightly, that the new "em- 
ployment fund" is far too small to be much 
help. The network of employment offices is 
said to be woefully inadequate. Some 250 
people work fulltime in Hungary's job- 
placement service; the equivalent service in 
Sweden (a country of similar size and one 
which has been outstandingly successful at 
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beating unemployment while staying com- 
petitive) has 5,000 full-time people. 

Above all, critics say that if the govern- 
ment is serious about dealing with unem- 
ployment with a "human touch" it should 
come clean and introduce a general unem- 
ployment benefit, instead of providing 
"special support" for some people and 
none at all for others. The government not 
only finds the idea embarrassing, but fears it 
would be abused. “If we had unemployment 
benefit as you do in Britain," says Mr Jozsef 
Rozsa of the state office for wages and la- 
bour, "hundreds of thousands of people 
would chose to be unemployed and work in 
the black marker." 


The charm of inefficiency 


[t has to be remembered that these worries 
about unemployment are something new; 
ways of responding will inevitably take time 
to work out. Both Hungary and Russia are 
being franker about these matters than any 
of their East European friends, except per- 
haps Poland. But they are not yet being 
frank enough. 

First, they will have to decide whether 
unemployment can officially exist or not. 
At the moment, it cannot—or rather, it 
can, just, in Hungary, in a minor, passing 
sort of way. So long as unemployment can- 
not be accepted openly, it will be hard to 
believe that perestroika will be on a scale 
that could make the Soviet world competi- 
tive. If, on the other hand, unemployment 
is recognised as a reality, it will be hard to 
find ways of explaining to the people why 
the promise of the “right to work" had been 
broken, and why it was necessary to give up 
one of the few things the Soviet system 
could claim to do better than the West. 

Whether or not glasnost goes far 
enough for communist rulers to admit it, 
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The age of innocence has to pass 





unemployment is already appearing and will 
get worse. So governments will also have to 
decide how much coercion is used to com- 
bat it. So far, the official line seems to be 
that people should be forced to take the 
jobs that are available (the law still says it is 
a crime to be unemployed). This sits uncom- 


fortably with the official policy of 
“democratisation”, and is bound to meet 
big resistance, 

Will sacked employees of Soviet minis- 
tries, for example, be forced to leave Mos- 
cow? Try making them. Russians do not 
want to move to the provinces, especially if 
it means losing their permit to live in the 
capital. Yet according to a report in 
Sotsialisticheskaya Industria, only a third of 
the 60,000 bureaucrats likely to be affected 
will be able to find legal jobs in Moscow. 

Governments will find it easier to use 
less coercion if they are prepared to be more 
flexible. The dire housing shortage, not to 
mention the Soviet “internal passport" sys- 
tem (which means that people have to get 
permission to move to other cities), make it 
absurdly hard, even for otherwise willing 
workers, to go where the jobs are. Will mov- 
ing be made any easier? And will part-time 
work at last become more common? Many 
overworked mothers would welcome that. 

The biggest unknown is how ordinary 
Russians and Hungarians will react to the 
harsher times ahead. People dislike the fact 
that so many things work badly under com- 
munism, but they have come to rely on the 
remarkable social security the state has 
guaranteed them. Many would rather un- 
employment stayed hidden. One of the 
many threats to the Gorbachev revolution 
is the possibility that people will in the end 
prefer the charming stability of the old in- 
efficiency to the pain of perestroika. 
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COGNAC OTARD 


The only cognac aged 
at the Cháteau de Cognac. 


COGNAs 


au Chateau de Cognac 
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WHILE YOU'RE READING THIS MAGAZIN 
HARD AT WORK WITH EXXON IN BASS S] 
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We're one of the world's most successful resource companies and in Bass Strait, off the coast of South 
Eastern Australia, we produce over 6046 of Australia's oil needs in company with Exxon. 

On the other side of Australia, 930 miles north of Perth, we're working with Shell, BB Woodside, Chevron 
and MIMI on the North West Shelf natural gas project. One of the world's biggest resource developments, natural 
gas and condensate are already being produced for the domestic market, and the LNG phase is on schedule for 
delivery in late 1989. 

In Chile we're developing a huge copper find with RTZ and a consortium of Japanese companies headed by 
Mitsubishi. We work with Mitsui on iron ore and coal projects, with Sumitomo on steel and with Newmont Mining 
on gold. Last year, our sales totalled A$8.8 billion, and earnings were A$840 million. Gross assets approximate 
A$17.5 billion. 

To learn more, contact Mr. B. W. O'Flynn, Chief Representative — Japan, BHP Nominees Pty. Ltd., 
Kishimoto Building, 2-1 Marunouchi 2-chome, Chiyoda-ku, Tokyo 100. Tel. (03) 201 4151. 
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OUR GOOD CONFERENCE GUIDE 


Magic mountains for the mind 


Certainly I know the senator. We met at dani ! Bildesere, Aspen, 


Ditchley, Bohemian Grove . . . . (drop 


name as 


These are some 


of the symposiums where the scious band would beem soo ta meet and add 


ue to one another. We asked 


our team of 


rs, all skilled at 


"networking" and s “brief interventions", to re eh the pick of 
| icing saline po p 


conferences. 
Exclusivity — Highbrowness Be 
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Aspen 


Deep pow-wow 


F YOU want to think big thoughts in a 
beautiful place, get invited to Aspen. The 
famous Colorado ski resort is also the sum- 
mer home of the Aspen Institute for Hu- 
manistic Studies, a title designed to remind 
its seminar guests that they are there for a 
serious purpose. They discuss anything that 
is high-minded but not too abstract—corpo- 
rate leadership, justice and society, eco- 
nomic policy, geopolitical relations—in sem- 
inars that last from a few days to as long as a 
month. The guests are a name-dropper s de- 
light: that chap in the tennis kit is William 
Colby, new boss of the cia; the tall man 
togged up to go fishing is Paul Volcker. They 
are joined by assorted politicians, academics, 
businessmen, ambassadors and journalists. 
For years, the institute took its lead from 
a generous chairman, Mr Robert Anderson, 
former boss of Arco, an oil company. He has 
just been succeeded by a pukka academic, 
Mr David McLaughlin, former president of 
Dartmouth College. The institute has found 
a way of reaching the pockets of the rich via 
the aspirations of their heads: if they give 
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ey rate them out of five s EST 





enough, they are called Fellows of the insti- 
tute and are allowed to sit in on the meetings 
(but not to talk). 

Aspen as an American institute, 
then spread to Europe. It now organises sym- 
posiums in West Germany, Italy and France. 
It also has another American base, near 
Washington, Dc. But the jewel in its crown is 
Aspen itself. Guests are put up in sparse 
rooms in low dormitory blocks, which may 
explain why the habitués prefer to rent (or 
own) houses nearby. The food is good, verg- 


ing on excellent, and the setting is supreme. 
If you are invited, drop everything and go. 





Bilderberg 


Ne plus ultra 


ILDERBERG takes its name from a 
Dutch hotel where, in the early 1950s, 
the first meeting took place under the aegis 
of Prince Bernhard. The occasion out- 
grown the hotel, but the Dutch link re- 








mains. Among several European royals who 
attend as occasional guests, Queen Beatrix 
and her husband come regularly. A Dutch — 
professor who has brokered coalition gov- — 
ernments into existence on her behalf is one _ 
of the secretary-generals (the other, Ameri- 
can, one lives in San Francisco), and — 
Bilderberg's tiny secretariat sits in The 
Hague. The meetings now take place by in- 
formal rotation in countries of the Atlantic 
community. 

Some 100 or more attend, by invitation — 
of a steering committee. The meetings hap- — 
pen once a year, in the spring. They last 2⁄3 
days (Thursday night until Sunday lunch) 
and are held in varying but always comfort- — | 
able surroundings—in 1987 Lake Como, be- 
fore that Gleneagles. Apart from a halfday — 
on the golf links or sleeping off the previous 
night’ s dinner, morning and afternoon ses- 
sions fill up the time. J 

A mixture of able and distinguished folk 
attend—a sprinkling of serving prime and 
cabinet ministers, central-bank governors, 
defence and other experts. They talk, often 
to galvanising and fascinating effect, about 
the main issues of the day—East-West rela —— 
tions, arms control, deficits, debt, the Falk- 
lands, sanctions, whatever. Their thoughts 
may not be repeated outside the meetings 
and never are. This frustrates outsiders but 
helps 100 great and good people be frank 
with each other, as does the fact that 
Bilderberg members are limited to people of 
NATO and West European countries who 
know how to be kind or rude to each other - 
without causing such misunderstandings as 
would occur if Indians, Fijians, Africans, 
Chinese or Japanese were also present. 1 

Elite and discreet, Bilderberg has iney- 
itably been talked of in hushed tones by con- 
spiracy theorists over the years. lt sesion 
be. The lists of attenders are published, as- 
are the agendas, and before each meeting | 
the chairman (currently Lord Roll) holds a. | 
press conference at which few journalists — 
bother to turn up. 

Where does the money come from? Not 
complicated. The steering-group members 
raise from business the small sums necessary - 
to keep the organising secretariat going — 
hand-to-mouth in The Hague. Members  - 
from.the host country raise enough money . 
to pay for the hotel and conference when it 
takes place on their home soil (they are al- 
lowed to ask extra guests to make this —— 
money-raising easier). Participants pay their — | 
own long-haul travel, but are usually shep- 
herded as viPs from the nearest airport, 

They also pay expenses over and above the 

basic bill for their hotel room—the 

Bilderberg custom being that a whole hotel — 
21 ld 
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fem words, their thoughts and, these days, 
their security men. 

-When you have scaled the Bilderberg, 
i E have njaa 


Je Bohemian Grove 


- Big wheels 
a fresco 


HE Bohemian Grove is, properly, the 
Midsummer Encampment of the Bohe- 
5 an Club of San Francisco which takes 
| L lace for two weeks during each July in a red- 
rood grove outside Monte Rio, a small town 
in Sonoma County i in northern California. 
e Grove" gets part of its character from 
| the traditional interests of the club, which 
E was founded in 1872 by San Franciscans 
With an artistic bent. Thus each year two 
ys are put on, one serious, one musical; 
are written, produced and performed 
ds members of de club. There are frequent 
concerts given by the club's orchestra, its 
D Bend, and countless smaller groups, as well 
as performances on the organ, the Grove's 
: - 100 or more pianos and by visiting musi- 
. cians brought in as guests. All performances 
are outdoors. 
The other notable feature of the Grove 
- js its concentration of big cheeses. Tycoons 
(nearby Santa Rosa airport is jammed with 
executive jets), leading academics, lawyers, 
entertainers and politicians (particularly Re- 
. publican ones) all meet to relax, enjoy each 
| other's company and—despite the Grove’s 
. motto, “Weaving spiders come not here” — 
_to help make the world go round. Thus, it 
-was at the Grove, it is said, that the Manhat- 
31 fan project was set up and that Eisenhower 
; selected as the Republicans’ candidate 
Í Ki 1952. 

Although anyone is eligible, so long as 
he is a man, most Bohemians are Califor- 
nians. And in recent years, with so many 
| Onions: in government, the Grove has 
often seemed to swarm with members of the 
_ administration. Movers and shakers enjoy 
the Grove for its informality (old clothes, no 
d [gen re relaxation (long walks in the 2,700 
= wooded acres, swimming in the Russian 
river), dominoes, entertainment (no televi- 
sions, hi-fis or radios, but music all day long 

- somewhere), limitless drink and excellent 
.. food. Most people sleep in tents, some singly 
p in luxury, with beds and electric blankets; 

— others communally, in less comfort. Yet the 
. Grove takes itself seriously and has its seri- 
ous side. Thus lectures are given daily, one 
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. booked for ake meeting so that 
E liibi may be alone with each other, 





La Bohème 


generally on a scientifc theme (by the 
Grove’s museum), one or perhaps two on 
wider issues by the Lake. They may be given 
by a member (say, Mr Henry Kissinger or Mr 
David Packard) or by a guest (sav, Mr 
Helmut Schmidt or Mr Maynard Jackson). 
The club has a long waiting list, despite 
the expense of joining it and paying its dues. 
It has 2,000 members, not all of whom go 
regularly to the Grove. Members are, how- 
ever, allowed to invite guests, who tend to be 
people of similar background and interests. 
Thus one may meet an opera singer, a 


greenmailer or a former prime minister of 


Australia while thespians cavort. 
E 





Boulder 


Campus sisyphus 


EFORE a recent spell of high-tech 


growth, Boulder, Colorado, was one of 


the most charming towns in the United 
States. A pleasantly relaxed state university 
dominated the oasis town at the eastern foot 
of the Rockies, with their ski-slopes, streams 
and bridle paths. The alumni had such a 
nice time there, so effortlessly, that a small 
group of teachers wondered after the war 
how they might persuade them to think. 

This pious idea coincided with the 
founding of the United Nations, the launch- 
ing of the Marshall Plan and other stimulat- 
ing international developments of the time. 
Wise men were asked to come to Boulder 
from New York and Europe to expound on 
the atrophy of nations, wars, and empires, 
and the imminence of world government. 

Such heady talk became in 1947 a 
United Nations Conference on World Af 
fairs. The yearly conference has endured, 
with only the words “United Nations” de- 
leted from its name. Mr Howard Higman, a 
native of Boulder who brought the confer- 
ence into the world—then a young sociology 
teacher, now a professor emeritus—is its 
permanent chairman. 

The university's governing body seems 
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to enjoy the disturbance of its peace every 
Easter holiday. The budget is tiny. The lec- 
turers and panelists, more than a 100 of 
them as arule, appear without fee. They may 
be academics, writers, diplomats or bankers; 
a great many are one-issue people riding 
their own hobby-horses. They stay with 
dons and enjoy the customary institutional 
food. They pay or charge their own fares to 
Boulder, where students ferry them around 
in borrowed cars. What they do at the con- 
ference, whether lecturing to an audience of 
1,000 or spinning out chit-chat on a panel of 
five with a dozen listeners, is in the capri- 
cious hands of some committee. The brdad 
selection of North Americans there is an in- 
gredient in the event's appeal. 

While the intellectual bill of fare 
changes with the passing mode, some 
constants persist. The international order is 
never quite left to its long rest. Eminent’ 
types come from the United Nations. 
Friends and antagonists of NATO, of arma- 
ments and of arms control bandy words year 
by year. The audiences choose where they 
need enlightenment, and so confirm the en- 
during fascination of sex, violence and 
money as subjects to study and ponder. 





The symposium 
as industry 


N THE shade of Thomas Mann's “Magic 

Mountain" at Davos, Switzerland, 650 
business leaders meet for the first week of 
February every year to acquire a bit of 
corporate legerdemain. The World Econom- 
ic Forum may not be the most comfortable 
or the most select conference, but it is 
probably the hardest working and certainly 
one of the best organised. Each day there is a 
choice of up to 20 meetings, ranging from 
open “plenary sessions" with prime minis- 
ters to seminars on "how to protect your 
company from economic Eftpionngs: or "the 
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spirit of entrepreneurship”. The conference 
is unashamedly capitalist: meet people, 
make deals, exchange expertise, maximise 
profits, and, dammit, enjoy it all because 
you're doing vourself, and the world, a 
favour. 

This tone is set by Professor Klaus 
Schwab, who started the annual meeting as 
the European Management Forum in 1971. 
The whole enterprise is self-financing and a 
tribute to his singlemindedness and skill. 

The amount of paper and the variety of 
things on offer are so overwhelming that 
most people begin to make sense of them 
only on their second visit. There is a core of 
regular Davos-goers. Every participant has a 
letter box, a computer code-name, a book 2" 
thick with everyone's photograph and com- 
pany description giving turnover and num- 
ber of employees. There is a daily newspa- 
per, a programme for spouses, and, every 
year, a mass of fringe activities as partici- 
pants seek to maximise their profit by giving 
parties to other participants. Into this mix 
are folded 150 politicians, or "world lead- 
ers", 50 "world media leaders", 100 hum- 
bler journalists and 50 (rather high- 
powered) members of the “faculty”. 

It would all be a bit much but for two 
saving graces: immaculate Swiss organisa- 
tion and immaculate Swiss mountains. Skip 
that subterranean seminar on “The impact 
of SEC rules on capital-raising by foreign 
companies in the Us” and make for the hills: 
there’s many a “world leader” on the ski 
slopes. 
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Group of Thirty 


serious money 


HE Group of Thirty, or (ouch) the Con- 

sultative Group on International Eco- 
nomic and Monetary Affairs Incorporated, 
was set up in 1978 with the aim of deepening 
understanding of international economic 
and financial issues. 

The diversity of its carefully chosen 
membership of 30 (current and former cen- 
tral bankers and public officials, private 
bankers and economists) makes it unusual. 
Its first chairman was Mr Johannes 
Witteveen, former IMF managing director. 
Now, Lord Richardson, former governor of 
the Bank of England, gives it class. A leading 
light, whose enthusiasm got the group going, 
is Mr Geoffrey Bell, an economist-cum- 
banker, who acts as secretary. 

The 30 meet twice a year for two or three 
days—one meeting riding on the imF/World 
Bank jamboree—to discuss current topics in 
private; 10-20 distinguished outsiders come 
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each time. The G-30 also organises seminars 
and special working parties, whose reports 
are among the group's publications. A small 
permanent staff operates in New York and 
London. 

Originally financed by the Rockefeller 
Foundation, it is now paid for—none too 
readily—by corporations, central banks and 
private banks. The group is rather strapped 
for cash, so its venues have become less ex- 
otic. The hospitality of a central bank—any- 
where—is appreciated. 

Recent discussions have ranged over the 
world economy, imbalances in world pay- 
ments, exchange-rate movements and the 
problems and financial. markets of develop- 
ing countries. Mobilisation of the G-30's tal- 
ent and contacts has resulted in useful fact- 
finding operations on these subjects that are 
not to be sneezed at. But the group needs a 
long-term strategy. 





Ditchley 


Golden age 


OLL late on a Saturday night with port 
and cigar in one of the fine drawing 
rooms at Ditchley Park, half close the eyes, 
and you are Churchill during a wartime 
weekend, after a dinner spent mulling over 
the future of the world. Ditchley's charm is 
that it has managed to preserve the trap- 
pings of a great British country house. Its 
drawback is that you are there to work: 12 
hours of earnest discussion around green 
baize tables, while ancestors look on. 

The splendid, early-Georgian house of 
Ditchley was endowed in the late 1950s by 
Sir David Wills, out of a tobacco fortune, as 
a centre for the study of problems of com- 
mon interest to Britain and America. Its first 
meeting, 25 years ago, was to discuss British 
and American policy in tropical Africa. To- 
day its remit is broader: any western prob- 
lem, and not just those of defence and for- 
eign policy. The topic might be modern 
medicine, or population control, or higher 





education. 

A permanent secretariat works at 
Ditchley, organising about 12 conference 
weekends per year. Ít is run, usually, by a re- 
tired ambassador—currently the mild and 
clever Sir John Graham. Some 40 people 
come to each weekend: one-third from 
America, one-third from Britain and one- 
third from the rest of the world. They are 
chosen for being bright, informed or influ- 
ential on the matter in hand. They must 
speak English. Their discussion is broken 
down into three sub-groups, starting and 
ending with plenary sessions. Three sub- 
group chairmen are appointed to the daunt- 
ing job of steering overlong discussions 
based on terms of reference larded with 
phrases such as "the relationship between 
the use of force and the economic and politi- 
cal structure of states." Harassed sub-rap- 
porteurs then have one hour to write sum- 
maries of these feasts of non-sequiturs while 
changing into black-tie for dinner on Satur- 
day night. These scribblers end their week- 
end feeling ready for another one. The chief 
rapporteur flits owl-like between the groups 
without needing to say a word. His come- 
uppance strikes later when he must write the 
weekend up. 

A recent problem for Ditchley has been 
attracting the hard men and women of the 
ruling right in Britain and America. Civi- 
lised internationalists tend to agree that all is 
not well with the alliance, or Europe, or 
arms control, or the world economy because 
of the unreasonableness of people who are 
not present. Alas, the future of the world is 
no M^ — in country houses. 


eod 
Pugwash 


East-West polka 





HE Pugwash Conferences on Science 
and World Affairs are named after Cy- 
rus Eaton's summer home in Nova Scotia, 


where the first conference took place in 
1957. (Pandit Nehru also offered to host the 





Time-warp at Ditchley 
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No charm school, Shapex 


first meeting, so these conferences might 
well have been named with eastern and not 
western oddness.) 

The founding spirits were Bertrand Rus- 
sell and Albert Einstein. Scientists from the 
United States and the Soviet Union are 
prominent at Pugwash gatherings, with a 
sprinkling of Nobel laureates usually in at- 


. tendance. Britain's Dorothy Hodgkin is the 
— — current president, and the British delegation 





— 4s heavy with senior citizens of science. In- 


creasingly, Pugwash also draws senior mili- 
tary people, especially to its smaller and 
more specialised symposiums. 

The best feature of Pugwash is that it 
brings together people from East, West and 
the non-aligned countries. Pugwash is thus 
particularly valuable when East and West are 
not officially on speaking terms. Many disar- 


.. mament initiatives were first aired in this fo- 


rum (in particular, ways of monitoring arms 
control agreements). Nuclear disarmament 
and reduction of East-West tension remain 


‘constant themes, but Pugwash now em- 
braces a range of issues including biological, 


| and conventional arms control, 
environment and development problems, as 
well as conflicts around the world. 
_ Financing is a haphazard mix of govern- 
ment and foundation grants, the former pre- 
dominating in the East, the latter in the 
West. Meetings vary in size, from the annual 


- conferences of more than 100 participants, 


to smaller symposiums of 20 or 30. 

The average age of the participants ran- 
kles a bit: it has earned Pugwash a reputa- 
tion of being a summer camp for geriatric 
scientists. Some claim a generation of scien- 
tists has been lost to Pugwash because of the 
reluctance of the old guard to stand aside. 

No matter: some of the old, retired Red 
Army generals dance a neat polka and in 
1987 both the Russians and the Americans 


fielded younger, more energetic teams. 


Moreover, a lively, international Student 
Pugwash is now pumping new blood—and 
money—into the organisation. 

Pugwashery is a fine way to see the 
world. The national Pugwash groups take 
turns to host meetings, which have ranged 
from Australia to Swedish Lapland. The 
1986 annual conference was in Budapest, 
1987's in Gmunden, Austria; 1988's will be 
in Tibilsi, Georgia, and the 1989 one in Bos- 
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ton, Massachusetts. 

Pugwash meetings are often somewhat 
disorganised. But they can produce 
marvellously unstuffy discussion that allows 
small-power sparrows to take on big-power 
eagles, both within and between the blocks. 
Americar participants were hauled over the 
coals for Vietnam during the 1960s, and on 
one memorable occasion in the early 1980s 
Philip Noel-Baker (then in his 90s) delivered 
a brilliant lecture on the Great Game in Asia 
to demonstrate to the Russians the utter fu- 
tility of fighting Afghans. 
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Shapex 


Heavy calibre 


RITAIN'S Field Marshal Bernard 

Montgomery suggested the idea of a 
NATO command-post exercise (a paper drill: 
no movement of forces) to train army divi- 
sional commanders in 1952. General Eisen- 
hower, who was then NATO's European com- 
mander, accepted it, and the meeting has 
been held annually ever since, bar 1967. 

Gradually SHAPEX (the acronym for Su- 
preme Headquarters Allied Powers in Eu- 
rope Exercise) moved away from the sand- 
table-and-chessboard atmosphere of army 
war games. Air forces and navies elbowed 
their way in; the topics were broadened to 
include geopolitics and all that; and in 1962 
non-civil-servants were invited for the first 
time to leaven the military mix. 

The meeting takes place at the SHAPE 
headquarters near Monsin Belgium in a big 
sterile auditorium, and lasts for two days. 
Each year’s theme is picked by the European 
NATO commander. Generally there is a main 
presentation dealing with this theme (some- 
thing like “The Soviet Union in the 
1990s"), open discussions and some 
specialised military offerings. 

Most senior NATO commanders now 
come. In years when the subject matter can 
be unclassified, some journalists, politicians 
and businessmen are invited; the attendance 





in these years can be as high as 400. Ex- 
penses are paid by NATO; guests are usually 
invited to stay in the homes of SHAPE staff 
officers. 

For NATO officers SHAPEX is a good time 
to get together and away from the day-to-day 
routine for a bit of intellectual exercise. To 
outsiders it offers an almost unparalleled 
opportunity to rub elbows with the top men 
of NATO and discuss security matters seri- 
ously. As in many symposiums, the best of 
the talk comes during meals or over drinks 
in the late evenings. 
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Williamsburg 


Asian window 


| pers year the Williamsburg meetings of 
about 40 people bring together East 
Asian leaders fluent in English (usually edu- 
cated at English-speaking universities) with 
interested Americans of the Cyrus Vance, 
Scottie Reston, Harvard professor or (espe- 
cially) corporate president type. Sample Pa- 
cific participants: Japan's Saburo Okita and 
Kiichi Miyazawa, Malaysia's Ghazali Shafie, 
Singapore’s Goh Keng Swee, South Korea’s 
Kim Kyung Won, Australia’s Gough Whit- 
lam, and rather a good scatter of overseas 
Chinese millionaires. The late John D. 
Rockefeller financed Williamsburg 1 in 
1971, and attended the next nine annual 
meetings (usually in Asian tourist resorts 
like Penang or Bali), wearing a namecard 
which stated his job as “philanthropist”. 
Corporate sponsors foot the bill now. 
Documentation is minimal, but usually 
includes a table of interestingly comparative 
social statistics for each country. Rather 
good chairmanship from officials of Wash- 
ington's Asia Society sees to it that after 31/2 
minutes of any contribution the chairman 
twiddles his pencil, and after 4 minutes cuts 
in with "thank you, Koko, now on this point 
I'd like to hear a Japanese." If you don't talk 
interestingly, you aren't invited next year. It 
has been a genuinely useful forum for discus- 
sions on such things as Vietnam, what sorts 
of Indonesian corruption and supposedly 
non-existent Japanese exchange controls are 
most infuriating, different experiences of 


trade with China and Russia, and how does 
Singapore have a lower infant mortality 
than America? The meeting has allegedly 


grown more diplomatic under new manage- 
ment. This could kill it. 








FROM OUR SPECIAL CORRESPONDENT IN SEOUL 





UTH Koreans are watching with fasci- 
ition the metamorphosis of Mr Roh 
joo from soldier-politician to civilian 

president. Nothing quite like this has. hap- 
| pened before in South Korea. Every previ- 
ous power has been accompa- 
ros as the. result of à 











dover his jobin fobrua 
. power by the army, though he 
.— later went through the formality of an elec- 
tion. Grumbles about vote-fiddling aside, 
Mr Roh got to the top the democratic way. 
Without much precedent to call on, he is 
having to. improvise as he goes along. He is 
. » not doing badly. 
His most presidential act since the elec- 
.. :tion on December 16th is to plan an early 
trip to China. He wants South Korea to 
have diplomatic relations with China, for 
=t þoth political and commercial reasons. So 
; he asked Mr Shintaro Abe, the secretary- 
general of Japan's ruling party who came to 
'eoul as a special envoy, to help set up the 
isit. If it comes off, it will be a coup of a 
ighly desirable sort. Although China has 
ately established unofficial ties with South 
corea, an official chill persists between the 
wo countries: China fought on North Ko- 
ea's side in the Korean war. 
At home, Mr Roh, a former general 
elped organise Mr Chun's putsch in 
919 and has been his right-hand man ever 
since, has promised to demilitarise the gov- 
ernment—though it will be a surprise if 
there are no former generals ir in his end 
























SRE e at an open 

ntion (he himself had been hand- 
picked by President Chun). 

, Mr Roh claims to have been propelled 

.. into politics by accident, and says he was 

=- happiest as chairman of the Seoul Olympics 
Organising Committee. Humbly, he says, 1 

prefer two d men to one genius.’ 









pene of the ruling party. 
Pius American-trained 







practice of leaving the 


whose jobs is to receive, and impress, for- 
eigners, Much is expected of him. 

Mr Roh is likely to follow Mr Chun's 

1e management of the 

economy to his technocrats, of whom the 

most important are with the Economic 





Planning Board, and the formulation of 


economic policy to the Korea Development 
Institute, a body of 35 academics of whom 
34 have American degrees. South Korea is 
only one year into its sixth five-year plan, 
and neither the plan nor the dominant posi- 
tion of the Planning Board is likely to be 
changed. The-country will, however, have 
to grow even faster than hitherto if Mr Roh 
is serious about doubling. GNP per head to 
$5,000 by the time his term ends. © 

The new president would presumably 
like to run the country with the happy 
knowledge that most Koreans were behind 


him, even though only a third voted for 


him. Mr Roh's Democratic Justice party has 
announced that it is setting up a Committee 
for Democratic Reconciliation. The two 
main opposition politicians, Mr Kim Dae 
Jung and Mr Kim Young Sam, still show no 
signs of readiness to be reconciled. Mr Kim 
Dae Jung has at least had the realism to ac- 
knowledge, on December 21st, that one rea- 
son the opposition lost "was our failure to 
field a single candidate". 
The bulk of the electorate had already 
come to the same conclusion. Despite the 
election’s irregularities, most Koreans seem 
inclined to accept the result. There is angry 
criticism of the campaign run by the two 
Kims. Both repeatedly promised to stand 
down rather than let Mr Roh win, but nei- 
ther did. By the end of what Mr Rob. called 
their "dogfight in the mud", neither Kim 
had much chance of winning. The prospect 
of similar wrangles over cabinet posts and 
policy under a President Kim was too awful. 
The Kims need to reach an understand- 
ing if they are to have a chance of success in 
the parliamentary election Mr Roh now 
wants to hold before he takes office on Feb- 
ruary 25th. He proposes to redraft the Na- 
dias Assembly election law in early Janu- 
As the law stands, a third of the 
assembly’ s 276 places are "proportional 
seats", most of which go to the party that 
does best with the directly elected seats. 
With : a id iided opposition, the Democratic 
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Justice party would get this bonus. 
has offered to reduce it as part « 
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with toughly. What rumours? One is that 
the election was rigged. Another is that sev- 
eral people had been murdered in the Kuro 
area of Seoul. Rumour-chasing does not 
sound a proper activity for a policeman. 

Press freedom was one of the promises 
Mr Roh made in June, when he persuaded 
Mr Chun to allow a presidential election by 
popular vote. But a new press law makes 
only token concessions: newspapers may 
now have correspondents outside Seoul— 
but only one per province. New newspapers 
may be set up, but only if they have the right 
printing presses, which happen to cost 
about $6m. 

Mr Roh would like to be accepted as a 
man who used to be close to Mr Chun, but 
has seen the light. He will carry it off only if 
he extends the freedoms of the past six 
months. He has promised to put his popu- 
larity to a referendum after the Olympics 
next Seprember. If he wins it, he will have a 
solid mandate to rule. For the present he is 
still groping for the wholehearted confr 
dence of a majority of South Koreans. 





New Zealand 
Thats socialism, 
that Is 


L for radical economic reform is still 

the driving-force of the government of 

Mr David Lange, New Zealand's Labour 
prime minister. Mr Lange and his trusted fi- 
mance minister, Mr Roger Douglas, had al- 
ready done much to liberate New Zealand 
from the intervention, controls and regula- 
tions that the previous, "conservative", gov- 
ernment had imposed on it. Even so, their 
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An Asian Titanic. 


ORE than 2,000 people are be- 

lieved to have died when the Phil- 
ippine ferry Dona Paz sank after collid- 
ing with an oil tanker on December 20th. 
This exceeds the 1,513 drowned when 
the Titanic went down in 1912. The 
Philippine loss may turn out to be even 
greater: passenger lists on these ferries 
tend to be incomplete or non-existent. 
But the Dona Paz is unlikely to pass into 
the world's memorv as the Titanic did. 

For one thing, the bitter but un- 
changing fact is that third-world trage- 
dies do not get the attention first-world 
ones do. For another, the disaster of the 
Dona Paz is not without precedent in 
Asian waters. Around 1,000 people died 
in two riverboat sinkings in Bangladesh 
in 1986. In the same year 200 people died 
when another Philippine passenger boat 
sank. 

The ferries of Asia are cheap and 
abundant. In the archipelagoes they are 
the only means of getting about for peo- 
ple who cannot afford air travel. Except 
in the cyclone season the seas tend to be 
calm, which encourages a sense of secu- 
rity. Life-saving equipment is usually ru- 











dimentary, though the ferries are often 
crammed to capacity and beyond: even 
the ships' rat populations find it difficult 
to move around. But nobody is turned 
away. On the dubious ferries of Asia 
there is always room for one more. 








A survivor, one of a handful 








past efforts look small next to the package of 
reforms announced by Mr Douglas on De- 
cember 17th. If this is socialism, free- 
marketeers will cry, let's have more of it. 

The most eye-catching element is the 
promise of a flat-rate income tax by next Oc- 
tober. The guessing is that a rate of 23-2596 
is on the cards. This may not be too difficult; 
previous tax reform had left the average New 
Zealander paying a 3096 marginal rate, the 
lowest in the OECD. To help pay for the 
change to a single rate, most remaining de- 
ductions are being scrapped and the rate of 
value-added tax is to be raised from 1096 to 
12.596. 

Mr Douglas is also attacking the poverty 
trap. He says he will revise the guaranteed 
minimum family income scheme to make 
sure that anybody with a full-time job will 
have a substantially higher income than any- 
one on welfare. Payments will be based on a 
recipient's income in the previous year, and 
so will not be lost as soon as the recipient 
starts to earn more money. This proposal is a 
clear step in the direction of the negative in- 
come tax with which the finance minister 
hopes one day to replace welfare benefits. 

The rest of the package is no less dra- 
matic. Mr Douglas is throwing Labour's past 
hostility to large-scale privatisation over- 
board: as much as a third of the govern- 
ment's debt is to be cleared within five years 
by the sale of NZ$14 billion ($8.8 billion) of 


state assets. Company tax is to be cut to a 





rate "comparable to but not less than the 
personal rate”, and the numerous loopholes 
that have made tax-paying almost optional 
for New Zealand companies will be slammed 
shut. Firms hitherto protected by high im- 
port duties will have to face a halving of tar- 
iffs over five years. The government's 
telecoms monopoly is being abolished, and 
some of the regulations that restrict entry 
into the professions will go. 

It was the ruling party's re-election in 
August with an increased majority that 
made this boldness possible. During his first 
term Mr Lange had to throw sops to the par- 
ty's left-wing activists and trade-union pay- 
masters. Now he and his ministers feel able 
to roll over the opposition within Labour. 

Mr Douglas's own dedication largely ac- 
counts for the extraordinary breadth and 
pace of reform. The yearning for deep 
change after the conservatism of the 
Muldoon era has helped the Labour party to 
keep popular support. Although many peo- 
ple have doubts about the new policies, no 
convincing alternatives are on offer. The 
special-interest groups that can defeat piece- 
meal reform have been swamped by the all- 
embracing nature of the changes. 

Whatever the lobbyists now do, few peo- 
ple expect Mr Lange and Mr Douglas to 
back down on any of the important points. 
A bigger worry is that Mr Douglas, in con- 
centrating on microeconomic reform, may 
not hear the grinding noise coming from the 
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macroeconomic machinery. New Zealand's 
exporters are being crippled by high interest 
rates (short-term rates are over 2096) and the 
strong kiwi dollar; share values on the New 
Zealand stock exchange halved in the Octo- 
ber crash. One forecast points to a 2-3% fall 
in GDP in 1988. Doing something to shrink 
the budget deficit, which amounted to 3.996 
of GDP in 1986-87, would help. Some econo- 
mists think Mr Douglas would have done 
better to use his value-added tax increase to 
cut the deficit rather than reduce income 
tax. 

The political danger is that unemploy- 
ment is sure to rise above its present level of 
6% even if fiscal policy becomes no tighter. 
This could prove an Achilles heel in a coun- 
try with a long tradition of full employment. 
In private, even Mr Douglas's fellow-minis- 
ters admit that he will be out if the economy 
turns really sour. 





Afghanistan 


Khost or bust 


HE Russians have complimented the 

Afghan resistance by throwing down the 
gauntlet. On December 19th Soviet televi- 
sion showed film of what it said was a drive 
to lift the siege of Khost, an Afghan govern- 
ment stronghold near the Pakistani border. 
Such offensives are nothing new, but an- 
nouncing them is. It might be thought 
embarrassing to admit, almost eight years af- 
ter the Russians invaded Afghanistan, that 
the guerrillas still pose such a problem. Or 
admitting it could galvanise the Afghan gov- 
ernment into winning—when Russia could 
claim a great victory comparable to the relief 
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of Mafeking. 

The garrison city of Khost, defended by 
several thousand troops, is the resistance's 
biggest target yet. It lies at the centre of a 
number of routes from Pakistan to the Af- 
ghan interior, so its capture would make it 
much easier for the guerrillas to bring in 
weapons. The main road from Khost to the 
provincial capital, Gardez, has been blocked 
for years by guerrillas, and they managed to 
close four other roads to Khost during 1987. 
Since early November, in a rare show of co- 
operation, guerrillas from four of the seven 
main resistance groups have been besieging 
both the town and its airport. 

The Soviet television film implied that 
the offensive had just begun and involved 
only Afghan soldiers. But several thousand 
Soviet and Afghan troops have been trying 
to get through to Khost for weeks. Soviet 
paratroops are said to have been landed be- 
hind guerrilla lines. The Afghan party lead- 
er, Dr Najibullah, admitted in November at 
a meeting of tribal elders that the pressure 
was hurting: the city could be supplied only 
by air, and only at night, as aircraft risked 
being shot down, presumably by American- 
supplied Stinger missiles. 

Stingers helped to make 1987 a good 
year for the guerrillas. They have also im- 
pressed those peasants who have not fled the 
country; which is important, because the 
guerrillas rely on them for their food. The 
Russians admitted last July that the Stingers 
were working well. The dangers they pose 
are said to have provoked a mutiny by sev- 
eral Afghan pilots that month. 

In September, Russian and Afghan 
troops abandoned a garrison in the north- 


east to a well-known guerrilla commander, 


Mr Ahmad Shah Massoud; he also took 
three others in 1987. In the summer, guerril- 
las in the south staved off a lengthy offensive 
against their bases near the city of Kanda- 
har. And in mid-December the guerrillas 
claimed to have broken through the de- 
fences around the north-western town of 
Maimana, destroying 28 posts. They said 
they controlled two-thirds of the town, 
which also commands important communi- 
cations routes. If only the fragmented resis- 
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tance could do as well at politics as it seems 
to be doing in the field, the ninth year of the 
Afghan war could be a grim one indeed for 


Russia. 
——— 


Malaysia 


No complaints 


FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


OST governments find it easier to 

lock people up than release them. 
Malaysia deserves some credit, then, for re- 
leasing so many of the 106 politicians and 
other busybodies arrested in the past two 
months under the Internal Security Act— 
though it is still not clear that they should 
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have been jailed in the first place. By De- 
cember 20th those freed numbered 52. The 


latest include Mr Chandra Muzaffar, the 
head of a social-reform group called Aliran; 


Haji Halim Srahat, the chief of the youth — 
section of PAS, an Islamic fundamentalist 


party; and two church workers. Mr 
Chandra, describing the police as “very 
kind and considerate", says: "There should 
be no bitterness or anger on anyone's part." 

Perhaps not for those who are out, but 
those who remain in detention beyond the 
first investigation period of 60 days could 
be there forever. The Internal Security Act, 
introduced by the British in colonial days to 
deal with a communist insurgency, allows 
for indefinite imprisonment without trial 
(in two-year renewable instalments). 

The prime minister, Dr Mahathir 
Mohamad, invoked the act not because of 


communism but out of fear that tension be- 


tween the Malay half of the country's 16m 
people and the Chinese third might degen- 
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erate into racial rioting. The doctor was not 
entirely innocent of the causes of this ten- 
sion. Under the New Economic Policy, the 
politically stronger Malays got the business 
favours, which angered the Chinese; and 
factional fighting within Dr Mahathir's 
United Malays National Organisation has 
spurred competing chauvinisms among all 
the country’s race-based parties. 
Malaysians will not be reading any dis- 
cussion of these important questions in 
their newspapers. Bills presented to parlia- 
ment in early December make self-censor- 
ship (an art at which most journalists in 
South-East Asia have become necessarily 
adept) the first rule for survival. An 
amended Printing Presses and Publications 
Act makes journalists, their editors and 
their publishers liable to fines or imprison- 


A Bhutto by any other name 


FROM OUR PAKISTAN CORRESPONDENT 


| HE city of Karachi came to a near- 

standstill last week. The cause, for 

once, was not ethnic rioting, but celebra- 

tions of the marriage of the famous Paki- 
stani politician Mrs Zardari. 

| Mrs Zardari? Well, that would now be 

Miss Benazir Bhutto's name if she had 

not decided to keep her maiden name, for 

reasons the simplest will understand. On 

| December 18th, at the age of 34, she mar- 

ried Mr Asif Zardari, a member of an- 

| other of Sind province's big land-owning 

| families. In customary style, it was an ar- 

ranged marriage. But the bride turned the 

wedding into a celebration of her love af- 

| fair with the masses of Pakistan. After the 

long and colourful rites, she and her 


ment for “maliciously publishing false 
news". To defend themselves, they will have 
to show that they have taken reasonable 
steps to verify their stories—meaning they 
will have to reveal their sources. 

The new act also allows the home affairs 
minister (who happens to be Dr Mahathir) 
to stop any publication from being distrib- 
uted and—without being challenged in 
court—to revoke a newspaper's publishing 
permit. The government is adding to its 
armoury against other possible dissenters as 
well. An amendment to the Police Act will 
allow the police to stop any private gather- 
ing (such as a meeting in the home of a Mus- 
lim preacher) if they believe it will endanger 
public order. 

Some argue that Dr Mahathir remains 
at heart a liberal. Previous administrations 


KARACHI 


bridegroom went to a reception in the Ka- 
rachi slums for about 100,000 people. 

She is anxious to demonstrate that 
marriage will not affect her public future, 
whatever it does for her in other respects. 
[n an interview released for the foreign 
press she declared that "ending Zia's dic- 
tatorship is the goal I have chosen to sin- 
gle-mindedly pursue because I believe in 
democracy... . Marriage doesn’t change 
my belief or affect the pursuit of that pri- 
mary goal." Miss Bhutto had to say this, 
because the marriage had caused much 
disquiet among her supporters. 

The force of tradition in Muslim Paki- 
stan can mean that a married woman vir- 
tually becomes the property of her hus- 





used the Internal Security Act to lock up 
dissidents by the thousand; Dr Mahathir 
has used it against only 346 people, many of 
whom are now being released. Yet as the 
controversial New Economic Policy nears 
its 1990 expiry date (and the debate on the 
form in which it will be renewed gets hot- 
ter), the doctor may find himself tempted to 
use his new repressive powers. 

The temptation will be all the greater if 
the economy worsens, which looks likely. 
GNP must grow by 5% in 1988 if unemploy- 
ment is to stay below 1096 of the workforce. 
The probability is that it will grow by only 
396—or even less if America, which takes 
1696 of Malaysia's exports, goes into a reces- 
sion. It is not a climate in which Malaysian 
civil liberties are likely to flourish. 





band and his family. Nobody expects 
Miss Bhutto to become submissive; but 
family ties matter a lot in Pakistan, and it 
will not be easy for her to keep the public 
and private spheres of her life separate. In 
the eyes of many members of her Pakistan 
People's party, the Zardari family is politi- 
cally suspect. The bridegroom's father 
was thrown out of the party by Benazir's 
father in 1974, and is now an undistin- 
guished local leader of a rival party. 

Moreover, by marrying, Miss Bhutto 
has shattered the idea that she is the vir- 
gin transmitter of her father's charisma. 
When her engagement was announced 
last summer, angry youngsters tore down 
her posters at some places in Sind. Dr 
Hameeda Khuhro, a family friend and po- 
litical adversary, says: "Her more emo- 
tional supporters feel that she can't be so 
serious about her political crusade if she 
can take some time off to be married." 

Unreasonable though this feeling may 
seem, it exposes the slightly frenetic na- 
ture of many Pakistanis’ support for the 
Bhutto family. Over the past 20 months, 
Benazir has rallied her party under the 
banner of "Bhuttoism"; but she has prac- 
tically abandoned her father's policies. 
The socialism he preached has been wa- 
tered down, and attempts to win Ameri- 
can favour have replaced his nationalist 
non-alignment. The disillusionment with 
Miss Bhutto's policies was reflected in her 
party's poor showing in December's local 
elections. 

For all this, Miss Bhutto's marriage 
may in the end make Pakistanis take her 
more seriously. They are deeply conserva- 
tive about social matters, and might not 
have appreciated her permanent spinster- 
hood. Some of them add, with a curl of 
the lip, that, after all her errors of politi- 
cal judgment since her return to Pakistan 
in 1986, perhaps it is just as well that her 
mother chose her husband for her. 
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Will Gorbachev and Deng repair what Khrushchev and Mac tore asunder? 


As the Russians woo, and 


the Chinese coo 


The coming 100 years have been dubbed ‘‘the ingen of Asia" and ''the 


Pacific century" by an America that now does more tra 
East Asia produces nearly half as much as America 


with Western Europe. 


e in the region than 


itself—a touch over $2 trillion-worth wi Sy a year—and, if the energies 


of China's 1 billion people are unleash 
tential. But just as war and political upheaval were re- 


truly awesome 


by free-market economics, has a 


sponsible for holding back the creativity of this huge swathe of humanity, 


so political stability and regional security are 
of continued economic progress. The 
American reconciliation wi 


since the 


ttern of regional 
pa reg 


the necessary underpinnings 
security, frozen 


China was forged by President 


Nixon and Chairman Mao in 1972, is on the move again 


| ere ASIA is where four powers—the 
Bs United States, the Soviet Union, China 
and Japan—converge, like great plates in the 
earth's crust. Sometimes the plates run up 
against each other, to produce sudden, vio- 
lent changes like the 1904-05 Russian-Japa- 
nese war, Japan's wars with China, the 
United States and Russia, the Sino-Soviet al- 
liance in 1949 and then breakup ten years 
later, and the Chinese-American get-to- 
gether in 1972. At other times the plates 
move almost imperceptibly. A slow move- 
ment is now under way, which could in the 
end be as telling as some of the earlier ones. 
The Russian-Chinese detente heralded 
in a speech by Mr Mikhail Gorbachev in 
Vladivostok in July 1986 is taking shape 
with painful slowness. So far, almost all the 
concessions are being made by the Russian 
side. Yet consider how much has happened 
since the Soviet leader proclaimed that 
Vladivostok would be Russia's “window on 
the East" and that "the Soviet Union is also 
an Asian-Pacific country”: 
@ Chinese and East European leaders have 
been shuttling backwards and forwards to 
meet each other. Last year Poland's General 
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Jaruzelski and East Germany's Mr Erich 
Honecker paid a call on China. In June the 
man who is now China's Communist chief, 
Mr Zhao Ziyang, visited Eastern Europe: 
normal relations "in all fields" have been es- 
tablished between China and East Ger- 
many, Poland, Hungary, Bulgaria and 
Czechoslovakia. The Beijing People's Daily 
has suggested that China and Eastern Eu- 
rope "face similar problems" on "how to 
bring into full play the superiority of the so- 
cialist system”. 

e High, although not the highest, contacts 
between Russia and China have become al- 
most routine. Last year the Russian and Chi- 
nese deputy prime ministers and deputy for- 
eign ministers exchanged visits. Mr Li Peng, 
China's acting prime minister, has twice met 
Mr Gorbachev. The head of the Soviet 
Asian bureau, Mr Igor Rogachev, now pays 
regular calls on Beijing. 

e China's theoretical objections to the So- 
viet Union are being overcome. A recent 
editorial in the authoritative Chinese The- 
ory Information Journal asked whether the 
Soviet Union was at the stage of developed 
socialism" or "developing socialism" and 





concluded that an opinion "should not be 
expressed hastily”, Arcane, maybe, but No- 
vember's party congress used as its excuse 
for China's flirtation with capitalism that 
the country is still at the "developing stage". 

If Russia and China were considered to 
be at a similar stage, some of the sting would 
go out of the ideological argument between 
them. In September the Russians appeared 
to abandon any claim to superiority over 
China. Pravda reprinted, without com- 
ment, an article from a Chinese newspaper, 
the World Economic Herald, which pointed 
out that Russia no longer regards the "other 
socialist countries as little brothers". Mr 
Zhao Ziyang has even cheekily suggested 
that Russia was following behind China. 

The author of the Chinese article went 

on to conclude "no Communist party nor 
socialist country should, nor can, have a mo- 
nopoly of the truth." For comparison, imag- 
ine the Vatican newspaper reprinting an ar- 
ticle by a Lutheran arguing against the 
doctrine of papal infallibility. 
e Nuts-and-bolts contacts have grown up 
while these great issues of dogma are being 
thrashed out. In September a Soviet trade- 
union delegation was welcomed to Beijing by 
the head of the Chinese union movement, 
Mr Ni Zhifu, who sits on the Chinese party 
politburo. The following month an editorial 
in Pravda congratulated the Chinese on the 
anniversary of their revolution, and claimed 
that “a full normalisation of relations" be- 
tween the two communist giants was possi- 
ble. In November a small Chinese delegation 
attended the 70th birthday of Russia's Bol- 
shevik revolution. The same month Russian 
merchant ships for-the first time called at 
two big Chinese ports, Dalian and 
Qinhuangdao. 

A new air route has been opened be 
tween Khabarovsk in Russia and Harbin in 
China. River navigation and transport 
agreements have been reached, and a steady 
trickle of Russians are being allowed to visit 
their relatives’ graves across the border. The 
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Russians and the Chinese are even talking 
about co-operation in building nuclear 
power plants across the border. Cross-bor- 
der trade increased to $45m last year, while 
overall Sino-Soviet trade has risen from 
$300m in 1982 to some $2.6 billion in 
1986—although it still only runs at a quarter 
of the level of Chinese-American trade. 

All this is light years away from the in- 
sults the two Asian powers used to trade as 
recently as the early 1980s. The Soviet 
Union has even refrained from commenting 
on China's recent little local difficulties in 


Tibet, and has closed down August Ist Ra- 


dio, which used to broadcast Soviet propa- 
ganda into China. Why, apart from Mr 
Gorbachev's urge to renew every article in 
Russia's dowdy foreign-policy shop window, 
are the Russians wooing, and the Chinese 
rather coyly cooing in return? How far will 
all this affect the West, and the rest of Asia? 
As Singapore's Mr Lee Kuan Yew once told 
this correspondent: "We were facing the 
apocalypse in Asia in the early 1970s. We 
were saved by the Russian-Chinese quarrel." 
Would a Soviet-Chinese get-together expose 
the booming societies of capitalist Asia to re- 
newed threat? 





Three rivers crossed, three to come 


F THE original causes of Soviet-Chi- 

nese antagonism, three are gone. The 
first was the Soviet Union's claim, on the oc- 
casion of Mr Khrushchev's disastrous visit 
to Beijing in 1959, that, since Russia had 
helped the Chinese Communists to power, 
it could tell them what to do. The Chinese 
have demonstrated that this is impossible; in 
1987 the Soviet Union publicly acknowl- 
edged the fact. 

Second, a theory of military tactics held 
that the Russians would launch a nuclear at- 
tack to pre-empt China's construction of its 
own nuclear deterrent. The opportunity for 
Russia to launch a successful first strike may 
have passed, even if the Russians ever seri- 


ously thought of it. 


The Chinese were dismayed by Mr 


Gorbachev's original proposal to retain 100 


medium-range missiles in Asia—almost cer- 


tainly as a deterrent against China—while 


agreeing to remove all such missiles from Eu- 
rope. But all missiles will now go, and the 
Chinese have welcomed Mr Gorbachev's 
doctrine of “adequate national defence" as 
implying that there will be a reduction of the 
nuclear and conventional build-up on their 
borders. 

Third, the ideological argument be- 
tween China and Russia has largely evapo- 
rated. Brezhnev's Russia was appalled by the 
excesses of the cultural revolution, and by 
China's attempt to outflank Soviet revolu- 
tionary proselytising in the third world. In 
Brezhnev's last years, Russia was equally dis- 
mayed by China's conversion to a brand of 
free-market socialism. Now, with Mr 
Gorbachev's economic reforms openly 
drawing upon the Chinese experience, the 
two systems are moving down the same 
road, albeit at different speeds. 

That leaves three differences, all of them 
smaller than the original three. They are the 
border quarrel between the two countries, 
dating back to Tsarist times; China's insis- 
tence that Russian forces must leave Af 
ghanistan; and China's demand that the 
army of Russia's client state, Vietnam, must 
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leave Kampuchea. Of the three, steady 
progress has been made on the border issue; 
Afghanistan hangs in the balance—al- 
though China may care less about this than 
it pretends; and there are signs that the 
Kampuchean knot may be unravelling. 

In September the | 1th round of talks on 
all of these issues took place, in an atmo- 
sphere of "frankness" but no agreement. 
Separate talks on the border question 
started in February for the first time in eight 
years; the previous agreement between the 
two countries on their common frontier of 
4,586 miles took place in 1924. The Russians 
have already made two concessions. They 
have agreed to withdraw 11,000 of their 
50,000-70,000 troops in Mongolia, a pro-So- 
viet buffer state between the two giants. 
Since then, China has resumed consular re- 
lations with Mongolia, a sure sign that Chi- 
na’s ancient grievance on the subject is being 
soothed. 

The Russians have agreed that the fron- 


Chinese: 


=== military district 
Sources: “The Military Balance, 1987-1988"; “Detence of Japan, 1986* 


tier should pass along the “main channel” of 
the Amur and Ussuri rivers, thus dropping 
the claim that the border should run along 
the Chinese bank. One of the biggest dis- 
puted ‘islands between the two countries, 
Bear Island, just across from the Russian city 
of Khabarovsk, could thus become Chi- 
nese—although the Russians may possibly 
try to hang on to it and try to placate China 
with guarantees that it will be demilitarised. 

This Russian concession could further 
award as many as 600 small islands to the 
Chinese, and might allow them to drop their 
current claim to 13,500 square miles of Rus- 
sian territory. (Mao used to claim 580,000 
square miles, although in fact the Chinese 
do not want the territory back, only an ad- 
mission that the Russians pinched it unfairly 
through “unequal treaties”.) By August the 
Chinese deputy foreign minister was claim- 
ing that the border talks laid “the basis for 
quite satisfying results". 

On Afghanistan, the Russians have long 
stated their desire to get out "the sooner the 
better." Yet indirect negotiations between 
the Russian-backed regime of General 
Najibullah and Pakistan, host to more than 
3m refugees from Afghanistan, have been 
stalled on two points. One has been the 
timetable of withdrawal —the Russians’ low- 
est formal offer of 16 months after a ceasefire 
and a cutoff in American aid for the 
mujaheddin guerrillas is still a long way short 
of Pakistan's highest offer of eight months. 
The other is the shape of a post-withdrawal 
government that might include both Gen- 
eral Najibullah and the mujaheddin. 

In November the Russians hinted that 
they were prepared to consider a pullout in 
seven-twelve months, but that they were 
having trouble persuading the general, who 
fears, with reason, that any coalition might 
collapse as soon as the 115,000-strong Soviet 





army was withdrawn. An agreement seems 
to be on the cards, but they have yet to be 
played. China has a mountain border with 
Afghanistan, and an alliance with Pakistan 
to counter that traditional Chinese enemy, 
India; but the Afghan issue is not central to 
Chinese strategic thinking, and is useful for 
its propaganda value in the third world as 
much as anything else. — 

The burning issue for the Chinese is 
Kampuchea, which the Russians until re- 
cently refused even to discuss, insisting that 
this was none of their business. In the last 
round of talks with the Chinese, though, the 
matter was brought up. The Soviet foreign 
minister, Mr Edward Shevardnadze, has 
now twice met the Asian foreign minister 
most closely involved in the issue, Thai- 
land's wily Air Marshal Siddhi Suvetsila. 
The Chinese view the Vietnamese as an ex- 
pansionist menace, occupying two indepen- 
dent countries, Laos and Kampuchea, as 
well as being the cause of the border flare-up 
between Vietnam and China in 1979. The 
Chinese insist that the Russians, who pay 
for Vietnam's occupation of Kampuchea to 
the tune of at least $1m a day (as well as pro- 
viding some $3 billion a year in subsidies to 
Vietnam's decrepit economy), can force the 
Vietnamese to withdraw. 

The Russians have been trying to con- 
vince the Chinese that they have no power 
to order the Vietnamese out of Kampuchea; 
more to the point, if the Russians were to cut 
off their subsidy, they might lose their huge 
naval base at Cam Ranh Bay. 

Yet even on this apparently intractable 
matter there are twitches of movement. In 
December direct talks took place in France 
between Prince Sihanouk, titular head of 
the — anti-Vietnamese resistance in 
Kampuchea, and Mr Hun Sen, prime minis- 
ter and now strongman of the Vietnam-sup- 
ported government in Kampuchea, with the 
Vietnamese foreign minister, Mr Nguyen 
Co Thach, dancing attendance. These first 
talks got nowhere. 

.. A "cocktail party" meeting—informal 
talks which imply no recognition of any 
party by another—may soon be held, under 
the sponsorship of the Indonesians. At the 
gathering will be representatives of the three 
resistance groups—the Sihanoukists, the 
Kampuchean People's National Liberation 
Front, and Vietnam's béte noire, the 
Khmers Rouges. Also there will be the Viet- 
namese and their Kampuchean allies. A for- 
mal framework for future talks could be 
found by reconvening a Geneva conference 
on Indochina under—as in 1954—joint 
British and Soviet chairmanship. 

At the heart of the problem lies a single 
issue: the unacceptability of the Khmers 
Rouges to the Vietnamese, for two good rea- 
sons. First, that the Khmers Rouges were re- 
sponsible for slaughtering at least 1m of 
their own people in 1975-78; and, second, 
that they provoked the border fighting that 


led to the Vietnamese occupation of the 
country in 1978. 

Unfortunately, of the three resistance 
groups, the Khmers Rouges remain the 
strongest. They roam about Kampuchea al- 
most at will, penetrating as far as Phnom 
Penh and even operating down the inside of 
Kampuchea's border with Vietnam along 
the old Ho Chi Minh trail. The Khmers 
Rouges now claim to have abandoned their 
old brand of agrarian communism in favour 
of democracy and support for free enter- 
prise. However, they are still led by Mr Pol 
Pot; in spite of reports that he is seriously ill, 
the most notorious Khmer leader is believed 
to be alive and well and living in China. 

Over the past year, the war has been go- 
ing badly for the resistance, thanks to the 
Vietnamese tactic of laying thousands of 
mines along the border in an attempt to seal 
off the infiltration routes. The resistance 
fighters get through, but at a high cost in 
casualties; 1,000 guerrillas were thought to 
have been killed in 1986, four-fifths of them 
Khmers Rouges, against 8,000 Vietnamese. 
There were no major guerrilla victories in 
1987. The biggest battle was a rather pyrrhic 
victory for the Thai army at the Chombok 
pass during January, February and March, 
after the Vietnamese had occupied the 
heights overlooking the main guerrilla trail. 
The Thais reoccupied these, losing maybe 
400 dead and 1,500 wounded in the battle. 
The Thais are reckoned to have lost 800 sol- 
diers in Kampuchea in 1987, compared with 
only 400 in 1986. 

The three resistance groups are now 
supplied almost entirely by China, which 
provides arms and other help through the 
Thai port of Sattahip. In 1987 the Thais— 
although they deny it—put pressure on 
China to give only half of their assistance to 
the Khmers Rouges, and a quarter each to 
the Sihanoukists and the nationalists; previ- 
ously, the lion’s share went to the Khmers 
Rouges. 

The Thais maintain a close, if wary, alli- 
ance with the Chinese, whom they see as 
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their guarantor, along with the United 
States, in the event of a Vietnamese invasion 


of Thailand's central plain. Bangkok's thrive — 


ing industries, tourist trade and pleasure pal- 
aces are only a four-hour run from the 


Kampuchean border, and the Thais have 


painful memories of the 1984 offensive, 
when the border refugee camps were over- 


run. 

The Thais also have a close relationship 
with the Americans. But it stops short, for 
fear of arousing Vietnam memories in the 
United States, of a hard-and-fast promise to 
come to Thailand's defence if attacked. But 
joint exercises have been held between the 
two countries, involving landings by large 
American forces. Large quantities of Ameri- 
can arms are stockpiled in Thailand, either 
for Thai use or for the use of American 
forces rushed to Thailand in an emergency. 
The Thais buy much of their sophisticated 
weaponry from America, including F16 
fighters; they buy their cheap equipment 
from China, including, recently, 30 T-69 
tanks, 400 armoured personnel carriers and 
a shipment of 130mm guns, at a fifth of the 
price they would pay in the West; later they 
often add western improvements like better 
tank guns. 

With the Vietnamese doing better on 
the ground and with the resistance domi- 
nated by the unacceptable Khmers Rouges, 
the chances of removing the biggest block in 
the way of a Sino-Soviet rapprochement 
might seem slender. But the Vietnamese 
continue to promise to withdraw all their 
troops by 1990, and they have some good 
reasons to get out. First, the Russians are 
pressing them to do so. Second, the Viet 
namese economy is exhausted. The coun- 
try's new leadership badly needs investment 
from Japan (which, along with Singapore, is 
already doing a lot of business there on the 
quiet) and the West to raise the country's 
GDP, which at $265 per person is the lowest 
in the neighbourhood, a third the level of 
Thailand's. 

But a Vietnamese withdrawal runs the 
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risk of allowing the Khmers Rouges to ride 
back in triumph into Phnom Penh. The only 
arrangement that might be made to work 
would be one—maybe under the auspices of 
a Geneva conference—in which several 
powers agree to act as guarantors of elections 
held under the supervision of United Na- 
tions observers. With so many parties—Rus- 
sia, China, Vietnam and Thailand—intent 
on ensuring that the country did not return 
to Khmer Rouge tyranny, even those throw- 
backs to the Dark Ages might be under 
some sort of leash. For if a post-settlement 
seizure of power by the Khmers Rouges pre- 


cipitated a fresh invasion by Vietnam, they 
could no longer count on any help from 
China or Thailand. 

In November the Kampuchean prime 
minister, Mr Hun Sen, for the first time sug- 
gested that the Khmers Rouges "could have 
a role in the solution" provided that Mr Pol 
Pot and some of his closest associates were 
removed. If the peace process now starts to 
accelerate and the Vietnamese stick to their 
promise to pull out by 1990, the way will 
have been cleared for a visit by Mr 
Gorbachev to Beijing at least as dramatic as 


Mr Richard Nixon's in 1972. 





Irreversible march to modernisation 


HAT prospect should be giving the 

West and the non-communist parts of 
Asia nightmares. Indeed, the main, unstated 
reason that the Chinese are in no hurry to 
lay out the red carpet for Mr Gorbachev is 
concern about the reactions of others. Sighs 
from Beijing about the slow pace of progress 
in the Sino-Soviet talks are designed to 
soothe western nerves. The Chinese say they 
want to be "independent but not equi-dis- 
tant from the two superpowers —that is 
closer to the United States than to the So- 
viet Union, but not so close as they have 
been over the past decade. The Chinese are 
playing their old tactic of using “barbarians 
against the barbarians" rather well. 

But even this, in freeing the military and 
economic mights of China and Russia from 
the confrontation between them for use in 
other theatres in Asia is, on the face of it, 


pretty scary for the region. If reconciliation 


comes about, non-communist Asia’s hope 
must be that both the communist giants 


- have changed so sharply in character during 


the interval of confrontation that they will 
not return to their old habits of the 1950s— 


exporting revolution, pushing around their 


smaller neighbours, and expanding their 
military power through the area. For most of 


Asia, except Japan, China used to represent 


a more immediate threat than Russia. Well, 
has China really changed? The Communist 
party congress last month (which was hailed 
by Pravda as “a new wave of reform") pro- 


. vides at least part of the answer. 


The most significant thing about the 
congress was that it represented the continu- 
ity of the people and policies of the past 15 
years, in contrast to the violent swing that 
characterised Chinese politics over the pre- 
vious quarter century. If China’s leader, Mr 
Deng Xiaoping, now does finally fade into 
the background, one generation will have 
handed power to another for the first time 
in either communist giant’s history without 
the incumbent dying in office or being de- 
posed. Mr Deng, and maybe some of the 


conservative elders who resigned with 
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Zhao still needs Reagan 


him—President Li Xiannan, Mr Chen Yun, 
and Mr Peng Zhen—remain a court of final 
appeal. During the student protests last De- 
cember which so alarmed the leadership, Mr 
Deng and the party elders met to take the 
decision to remove Mr Hu Yaobang from 
the party chairmanship; the same might 
happen in another crisis. 

It is on prices that another crisis could 
happen. Inflation of around 50096 took 
place in Vietnam in 1985 after prices were 
freed (in the longer term, of course, compe- 


tition should discipline prices). Chinese 
planners have so far fudged the issue, prefer- 
ring to continue to subsidise some four-fifths 
of prices. The nightmare of China's ruling 
group almost occurred last December. There 
was a fear that economic discontent trig- 
gered by limited price rises would combine 
with the political aspirations of students de- 
manding greater democracy. Young people 
marched down the streets of Shanghai carry- 
ing banners of the Statue of Liberty—one 
consequence of the fact that some 17,000 
Chinese students now study at American 
universities. 

The students were apparently misled by 
Mr Hu Yaobang’s call for "democratis 
ation”, which in reality was a call for greater 
decentralisation within the Communist 
party, not for the introduction of political 
pluralism. Mr Hu paid the price and lost his 
job. Mr Zhao flatly stated the party's opposi- 
tion to western-style pluralism at the party 
congress. 

China's internal politics are central to 
any understanding of the likely course of 
Chinese foreign policy. With economic re- 
form continuing, China's neighbours can be 
fairly confident that the regime will not re- 
vert to a period of gloomy introspection. 
The continuing need to do business with Ja- 
pan, the United States and other capitalist 
countries will also remain a driving force; 
China will have to maintain good relations 
with its neighbours to promote its economic 
interests, Military threats and the encour- 
agement of insurgencies make enemies, not 
trading partners. 

Yet as both Russia and China tiptoe 
along the unknown road to reform, their in- 
terdependence is likely to grow; in particu- 
lar, China may prefer student exchanges 
with Russia rather than America, inspira- 
tion for the dangerous concepts of "total 
westernisation" and "spiritual pollution" 
that led to Hu's downfall. A period of 
mounting popular unrest in China is possi- 
ble, which may lead to calls for a Polish-style 
crackdown. Even so, China's neighbours 
can probably feel reasonably certain that the 
country will not revert to being a major mili- 
tary and political threat to the region. 





The view from Asia's edge - 


HINA'S behaviour towards its neigh- 

bours, apart from a brief period of 
revolutionary zeal after 1949, has usually 
been dictated by economic interests. Yet as 
those countries themselves face the chal- 
lenge of political reform in the wake of eco- 
nomic success, they could be in for a lively 
time. If democracy takes deeper root among 
them, this will represent a challenge to Chi- 
na's political system. Cast a quick bird's-eye 
view along each in turn: 


e First, and much the most important, the 
long-established democracy of Japan. The 
cornerstone of Japan's foreign policy re- 
mains its relations with the United States; 
with Russia, Japan's relations remain frigid, 
divided by the continuing Soviet occupation 
of the northern islands of Kunashir, Etorufu 
and Shikotan. The Japanese are sceptical 
about the Vladivostok speech and Russia's 
smile at Asia at a time of a "qualitative and 
quantitative" Soviet naval build-up in the 
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region. The Japanese claim that the Russians 
are increasingly deploying crack troops to 

Asia, whereas before these had been 
second-rankers. 

The foreign ministry is divided about 
the effects oF Soviet Gidkele rapproche- 
ment, which it views as coming on apace. On 
the one hand, detente will ease tensions in 
Asia. On the other, from a slightly parochial 
point of view, it implies a tacit Chinese ac- 
ceptance of the Soviet occupation of Japa- 
nese islands. 

With China, Japan has been forging re- 
markably close relations. Diplomatic links 
were resumed in 1972, and in 1978 the Japa- 
nese began to trade with China in a big way. 
Trade has multiplied 14 times since then, 
reaching a level of around $15 billion in 
1986 while 45 times more Japanese visit 
China today than ten years ago. The two 
blots on this relationship remain occasional 
squabbles over Japan's record in the second 
world war and Japan's links with Taiwan 
which, like America’s, “are strong, but not 
official". 

Japanese mouths are hanging open at 
the opportunities that China's economy 
presents. The Japanese reckon that they 
could provide most of the banking services 
China needs, and that they could export 
ready-made industrial plants to service Chi- 
na's internal markets. Until now, though, 
the Chinese foreign-investment law has 
been a powerful disincentive, although ma- 
jor reform was promised at China's Novem- 
ber party congress. - E 

Two things irk China about the way the 
Japanese do business: their restrictions on 
the transfer of certain technologies; and, 
more important, the inevitable trade imbal- 
ance ($4.2 billion in 1986) in Japan's favour. 
A senior Japanese official claims that "our 
close relationship with China is an impor- 
tant point in our diplomacy and a major fac- 
tor in the stability of Asia" which will go a 
long way towards offsetting the waves caused 
by the developing Russian-Chinese 
relationship. l - 

e Hongkong s absorption by China, due in 
1997, is viewed with mixed feelings there. 
Several thousand nervous Hongkongers are 


now emigrating every year. But a majority 


seems to accept Chinese assurances, written 
into the agreement with Britain, that the col- 
ony's capitalist way of life will be protected 
under the "one country, two systems” con- 
cept. Economically, China would have 
much to lose by interfering with Hongkong, 
which is fast becoming a major offshore plat- 
form for investment in, and export to, 
China, as well as a pole of development in 
the surrounding Shenzhen economic zone. 
If Hongkongers can steady their nerves, the 
territory could continue to thrive as the gate- 
way to China. 

—. The worst jitters are political, but the 
Chinese are probably ready to allow a mea- 
sure of direct elections—up to a quarter of 
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the seats—on the Legislative Council, while 
drawing the line against direct elections to 
the Executive Council, which really runs the 
place. The Hongkongers’ main hope seems 
to be that, as China may want to create a 
precedent for its hoped-for reunification 
with Taiwan, it will be on its best behaviour 
over Hongkong. 

e Taiwan might seem to be the likeliest ca- 
sualty of a Sino-Soviet rapprochement. If 
China does mend its fences with Russia, it 
might be tempted to have a go at Taiwan— 
except that this could damage its credibility 
around the world, and might even lead to an 
American intervention. China's often-ex- 
pressed hope of inducing Taiwan into a 
"one country, two systems" arrangement is 
rejected by Taiwan's ruler, Mr Chiang 
Ching-Kuo, but most recently not as flatly as 


might have been expected. In November it 
was announced that Taiwanese families 
would be allowed to visit the Chinese main- 
land for the first time since 1949, in flat 
contradiction to the official “three noes” 
policy—no negotiations, no contacts, no 
compromises. ^. 

e North Korea is at a turning point in its 
relations with Russia and China. North Ko- 
rea's erratic leader, Mr Kim Il Sung, appears 
to be moving towards Russia while trying to 
keep on reasonably good terms with China, 
taking full advantage of the Chinese-Soviet 
get-together. Russian-North Korean links 
have been blossoming since President Kim 
made a visit to Moscow in 1984 after a 23- 
year lull. The Russians are said to be looking 
for naval bases in North Korea: their ships 
already call at Wonsan. The Russians are 
also promising help to North Korea's econ- 
omy under a five-year agreement on trade 
and co-operation, which will include the 
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construction of 19 factories. 
In May Mr Kim visited China to rease - 


sure Mr Deng, who pointedly showed px | 


the Shenzhen economic zone as a model of = 
development. In fact, the North Koreans — 


. 
have been slightly unbuttoning their tightly — 
l| 


centralised ecònomy: Mr Kim recently de- 
creed that “an independent economy is ope 
posed to foreign economic domination and 
subjugation, but it does not rule out interna- 
tional economic co-operation"—a sign, - 
maybe, of a small open door to the West. — 
e Thailand (armed forces: 256,000) views — 
the China-Russia rapprochement with — 
apprehension. The Thais reckon that Amer- 
ican security-guarantees are sufficient for 
their defence, but they also depend on Chi- — 
nese support. If a Sino-Soviet get-together — 
resulted in a withdrawal of Vietnamese ~ 
troops from Kampuchea, the Thais would — 
probably welcome it, since it would remove 4 
the immediate military threat and lead tothe 
resettlement of some 260,000 Kampucheans — 
(although Thailand will still be host to some - ' 
93,000 Laotians, 5,000 Vietnamese and 
16,000 Karens from Burma). However, the — 
Thais would not be happy about Chinese 
freedom from the constraints of the present — | 
confrontation along China's northern bor- — 
der with Russia. 

e Burma's hermit-like non-alignment de- 
pends on Chinese goodwill. General Ne 
Win, still bossing the country, recently re- | 
turned from a spell in a London hospital to. l 
launch a policy of repression against student 
protestors and of "demonetisation —a syn- | 
onym for price rises, which have hit living ^ 
standards hard. Burma's armed forces of | | 
around 186,000 men are so wholly taken up | 
with the Shan and Karen insurgencies that — 
the country scarcely has a policy for the out- 
side world. 3 
e Singapore (armed forces: 55,000) does 
not fear a Soviet-Chinese get-together as j 
much as it would have a decade ago. The - 
Singaporeans, mainly Chinese in origin, be- — 
lieve that under Mr Deng China has 
changed sharply for the better. Singapore's ] 
new relationship with Vietnam leads it to 
believe that a settlement of the Kampuchean — 
question is on the cards. sa : 
e Malaysia (armed forces: 110,000) is much | 
more distrustful of China than of the Soviet — 
Union, largely because of the support the | 
Chinese gave the country's communist in- — — 
surgency in the 1950s. Accordingly, Malay- — 
sia has long headed AsEAN's campaign fora — 
zone of “peace, freedom and neutrality” in .— 
the region, which would seek to expel all ^ 
outside military influence from the region. — 
The Malaysians also have pretty good rela- — 
tions with the Viernamese, at least for an 
ASEAN country. 

@ Indonesia (armed forces: 280,000 men) 
has the best links with Vietnam. The sup | 
posed Chinese sponsorship of the rebellion 

of 1965 makes Indonesia thoroughly suspi- 
cious of China. A rapprochement between 
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Russia and China would be viewed with 
apprehension by the staunchly anti-commu- 
nist President Suharto as freeing both pow- 
ers for further mischief in South-East Asia. 

Then there is the Philippines. In the 
other countries of southern and eastern Asia 
(Burma excepted), the rebellions of the past 
decades, while not spent, are sputtering. The 
Philippines has two big insurgencies to cope 
with: an 18,000-strong Muslim army in the 
south, largely confined to the west of Minda- 
nao island, and a 24,000-strong Communist 
insurgency that is scattered around the 
countryside, and in the cities. Almost half 
the guerrillas are fighters; the rest are bag- 
carriers. Ranged against them is an army of 
160,000 men, about half of them fighting 
men, a paramilitary police force of about 
20,000 men, and an armed police force of 
50,000 men. 

The communist New People's Army has 
little popular support; at the congressional 
elections in May, Communist front 
organisations won only two seats out of 200 


in congress, no senators, and polled only 
1.5m votes out of 20m. What the commu- 
nists do have is an ample supply of machine- 
guns and light weapons, mostly pinched 
from the army, as well as the ability to strike 
at will throughout the country. 

The popularity of President Cory 
Aquino may be the strongest weapon 
against the insurgents. After a shaky start, 
she is displaying a firmer grip. Her chances 
of success depend on whether she can rescue 
an economy that went downhill fast under 
President Ferdinand Marcos. The country's 
population growth rate is high—around 
2.196 a year, adding 1.5m new people (and 
100,000 to the labour market) every year. 
Unemployment has risen to around 1496. 
The economy now seems to be back on 
course: in the first six months of 1987 real 
GDP grew at an annual rate of 596, and in- 
vestment grew substantially; a boom in in- 
vestment, which depends on confidence, 
may be the key to the Philippines’ survival as 
a democracy. 





Stabilising Asia 


HIS look around Asia has argued that 

China’s modernising reforms are proba- 
bly past the point of no return, and that the 
country’s need for access to western and 
Asian markets is growing. So its intentions 
towards its neighbours should continue to 
be peaceful, even in the event of a Russian- 
Chinese rapprochement. 

There is a second reason why East Asia 
should not be too apprehensive about such a 
get-together: it would take place on terms— 
a Soviet withdrawal from Afghanistan and a 
Vietnamese withdrawal from Kampuchea— 
that should profoundly relieve the threats to 
South-West Asia and South-East Asia. In- 
deed, such withdrawals—the first ever 
regurgitations of countries swallowed by "'ir- 
reversible"  Soviet-backed  revolutions— 
would mark a new chapter in Russian behav- 
iour. And if China shifted some of its divi- 
sions from the Russian border to the one 
with Vietnam, that would further contain 
South-East Asia's biggest troublemaker. 

But there is one reason why non-com- 
munist Asia cannot drop its guard. That is 
the steady growth of Soviet military power 
in the region: 

@ There are now some 85 TU22 Backfire 
bombers in Russia's Far Eastern military re- 
gion, compared with none ten years ago; 
and, though the ss-20s will now go, Russia's 
nuclear power in the region remains large. 

@ The Soviet ground presence in East Asia 
has increased from 300,000 troops (31 divi- 
sions) to 370,000 (41 divisions) over the 
same period, while the number of combat 
aircraft has increased from 2,030 to 2,390, 
including such sophisticated fighters as MIG- 
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23s and MIG-27 Floggers and SU-24 Fencers 
and MIG-31 Foxhound fighters. 

e The Soviet naval build-up over the past 
decade has been formidable, up from 750 
warships of 1.25m tons total to 840 warships 
of 1.85m tons, including two Kiev-class air- 
craft carriers, the Minsk- and the 
Novorossiysk, a Kirov-class nuclear-powered 
guided-missile cruiser, Kara-class guided- 
missile cruisers and a Sovremenny-class 
guided-missile destroyer. The Japanese point 
to an alarming increase in Soviet naval and 
aircraft movement around Japan. The Cam 
Ranh Bay base in Vietnam allows the Rus- 
sians to keep around 20 warships in the 
South China Sea, as well as providing a base 


for Russian aircraft. 

Against this Soviet presence is ranged: 
e America’s Seventh Fleet, 70 ships of some 
700,000 tons with around 230 carrier-based 
aircraft; some 47,500 American servicemen 
stationed in Japan, based mainly at Oki- 
nawa, with 190 aircraft; some 43,000 Ameri- 
can troops in South Korea and 100 aircraft, 
plus 24,500 Americans in the Philippines. 

e Japan's Self-Defence Force of 156,000 
troops (13 divisions), 165 ships (255,000 
tons) and 350 aircraft. 
e A host of local armies of varying quality, 
whose role would be confined to the defence 
of their own countries. 

The American forces in the Pacific pro- 
vide the basis for the American presence in 
the Indian Ocean and the Gulf, as well as for 
the defence of the choke points of Lombok 
and Sunda, in Indonesia, and Malacca, 
through which a fair chunk of America's 
trade passes, as does nine-tenths of Japan's 
oil. Although the Americans have more air- 
craft carriers and destroyers, the Russians 
have three times as many submarines (134 to 
the Americans’ 46) and many more land- 
based aircraft. 

The countries of the region have reason 
to feel that American protection is not only 
spread fairly thinly, but that any redeploy- 
ment of Soviet forces from the Chinese bor- 
der to the Far East would tilt the balance 
heavily in Russia's favour. In the face of this, 
the Japanese continue to do the minimum 
Ae tei and no one else is doing anything 
at all. 

The Japanese state proudly that the size 
and equipment of their Self-Defence Forces 
is "limited to the minimum necessary for 
self-defence”: in fact, it is not even enough 
for that. The Japanese rely, ultimately, on an 
American guarantee in the event of inva- 
sion. In September 1985, under the prod- 
ding of a defence-minded Japanese prime 
minister, Mr Yasuhiro Nakasone, a new 
mid-term defence programme was adopted, 
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pledged to increasing defence spending. In 
1986 Japanese military spending was in- 
creased to 0.93% of GDP , an increase of 
around 596, which took it to around a third 
of the level of most big western countries in 
GDP terms, but equal to most in cash outlays. 
In 1987 Japanese defence spending was due 
to go up to a touch over 196 of Gpr. The 
Japanese armed forces of 156,000 men are 
only 10,000 stronger than they were in 1958; 
the navy has just 59 anti-submarine surface 
ships, 13 submarines and 150 aircraft. The 
air force consists of around 350 combat air- 
craft, compared with 500 a decade ago. 

The crisis in the Gulf has made the Japa- 
nese a little more aware of their responsibil- 
ities. At January's summit between President 
Reagan and the new Japanese prime minis- 
ter, Mr Noboru Takeshita, the issue of the 
Japanese-American defence agreement is 
likely to come up. The secretary-general of 
Japan's ruling Liberal Democratic party, Mr 

hintaro Abe, conceded in November that 
"Japan will consider" contributing a greater 
share of the cost of the American forces 
based in Japan, which will entail a revision of 
the Japanese-American Status of Forces 
Agreement. Nevertheless, Mr Abe says that 
Japan must continue to be “an economic big 
power while walking the road leading to be- 
ing a military small power”. 

Japan now pays less than half as much as 
America towards the cost of the bases. Ja- 
pan's defence effort is paltry for the world's 
second industrial power. Japanese politi- 
cians defend this by saying that neither their 
own people nor their Asian allies would 
stand for a big Japanese defence build-up. 
But public opinion in few other countries in 
the world actually demands an increase in 
defence spending; it requires leadership to 
sell this. Similarly, while Japan's Asian 
neighbours prefer an American shield to a 
Japanese one, trade with Japan has eased 
fears about their wartime aggressor. 

The structure of treaty guarantees for 
Asia is adequate, but outdated. This in- 
cludes the mutual defence treaties that 
America has with Japan, South Korea and 
the Philippines, as well as the SEATO defence 
treaty (which is still in force, although the 
treaty organisation has been dissolved). A 
sharp shift in regional defence responsibil- 
ities from the United States to Japan is long 
overdue. The prospect of a Sino-Soviet en- 
tente makes it more so. 

China would be able to soften the im- 
pact of a deal with Russia if, in the next few 

years, it crowned its fast-expanding relations 


. with Japan with a mutual defence treaty. Un- 


der such an agreement, Japan would provide 
a much greater share of naval protection in 
the north-eastern Pacific, while the Chinese, 
by pledging themselves to help Japan in the 
event of attack (by, for example, opening up 
a second front on the border with Russia), 
would offset the strategic imbalance in Asia 
that a Sino-Soviet deal would create. If the 
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Soviet Union sincerely wants good relations 
with China, a deterrent arrangement be- 
tween China and Japan need not get in the 
way. 
In the South Pacific, in spite of Soviet 
negotiations with a number of small island- 
states for fishing rights, defence arrange- 
ments are probably adequate. Australia, 
which has a sprightly army of 32,000 men, a 
navy of 16,000 and an air force of 23,000, all 
of them undergoing major re-equipment, 
has close ties with the United States in 
ANZUS, staging joint exercises and providing 
military facilities. True, New Zealand's Mr 
David Lange has kicked up a spot of trouble 
about visiting American nuclear vessels; but 
the New Zealanders quietly extend ANzUS 
protection to Singapore, while Australia 
does so to Malaysia by stationing a Mirage 
fighter squadron there. 

Australia, Malaysia, New Zealand, Sin- 
gapore and Britain have a useful five-nation 
defence arrangement. When America's tacit 
defence agreement with Thailand is taken 
into account, only Indonesia, which may be 
capable of taking care of itself, remains out- 
side any defence umbrella. 

The biggest contribution that ASEAN 
countries can make to their own defence is 
to bury the hatchet of hostility with Japan 
and welcome an expanded Japanese naval 
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role. They could also help Mrs Aquino to 
persuade Philippine public opinion to keep 
the American bases there, which are essen- 
tial to the defence of Asia's sea lanes, by pub- 
licly welcoming American protection. 

The welcome news for Asia is that one 
big source of tension, the Soviet-Chinese 
armed confrontation, may be crumbling— 
in a way that could possibly end Vietnam's 
occupation of Kampuchea (and may also 
prise Russia out of Afghanistan); that China 
is becoming more predictable and less of a 
threat even with the Soviet overhang re- 
moved; and that most the insurgencies that 
once threatened Asia have died down, with 
the exception of the Philippines, whose 


democratic government faces a long struggle 


which, with a little help, it can probably win. 


The other side of this picture is that the — 


major Soviet build-up continues—unless Mr 


Gorbachev seeks to improve relations with 


Asia by putting the brakes on—and that, 
without China to bother about, it may grow 


further still. In response, the region needs to. — 


buttress its existing defence guarantees from 
America with a sharp increase in Japan's de- 
fence role. This might extend, in the longer 
term, to a mutual security arrangement be- 


tween those two burgeoning Asian buddies, — 


China and Japan. 
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Op GRESS now knows only one way to 
» € ‘pass: a budget: at the last minute, un- 
— der a threat and in one go. First, Congress 
=. fashions a sword. of Damocles called 
Gramm-Rudman that automatically cuts 
the budget if nothing else is agreed on. Un- 
der this. sword and after a stockmarket 





- and increases in taxes. Then they sit down 
to write the details under another sword: 
the threat of going home with the govern- 
ment actually shut down for lack of money. 
To complicate matters, they add every imag- 
inable pet. project to the bill. On this occa- 
sion it was only after working through the 
weekend and into the early hours of Decem- 
ber 22nd that they: passed a huge budget 
bill, by only one vote in the House of Repre- 
sentatives. Even then it was not certain to 
become law. President Reagan promised to 
scrutinise it in detail before signing it. | 

Why was it so difficult? The “summit” 


between the White House and Congress 
- ^ had set the targets on November 20th: the . 
~~ deficit was to end up $30 billion smaller this. 
-year than it would otherwise have been {it 


will nonetheless grow compared with last 
. year). This was to be achieved by tax in- 
creases of $9 billion, cuts in non-military 

> spending of $6.6 billion, cuts in military 
< spending of $5 billion, and the rest in asset 


~ sales and other gimmicks. Fine: so enact it. - 


It was not quite that easy. Congress had 


to produce two bills and present. them. 
simultaneously to the president for signing. — 









. ;Qne was a "continuing resolution" em- 
 bodving all the appropriations for the fiscal 
. year that started on October Ist, a bill that 
` has to do the work of 13 separate appropria- 

tions bills, none of which has been passed. 

This omnibus bill would provide the $600 

billion to run the government until next 
. September and would include $7.6 billion 
—: of the cuts agreed on. The other deficit-cut- 
` ting bill would carry the tax increases and 
asset sales, plus several other spending 












ings altogether. 
ingressmen, being 
resist trying to attach all their 





e administration and leaders of | 


us Congr ss work out some cuts in spending . allowed the government to sell 


'uts—amounting to nearly $23 billion of 


congressmen, 


bous:t to naming an aircraft carrier -r'after a 
retiring senator (Mr John Stennis of Missi 
sippi), to a change in the Highway Beauti- 
fication Act to favour the billboard makers 
who back Representative John Howard of 
New Jersey. 

. Several décisiong: fürned on foteign 
dee than fiscal policy. The spending ee 
Stinger missiles to Bahrain, clear the v dis 
for aid to Pakistan despite its nuclear trans- 
gressions, appropriate. $700m for the 
Midgetman mobile missile, and bar foreign 














(for which read Japanese) construction 


firms from future American contract 


American. firms are barred: from. similar 


contracts in the respective foreign country, 
The House and the Senate each pro- 


| dives their own versions of the two bills, 


then sat down at conferences to bargain 
away the differences between each cham- 
ber's versions. By holding out for long 
enough, each side hoped the other would 
make the most concessions. The advantage 


therefore lay with those who cared least 
i about getting away for the holidays. On De- 
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cember 16th the last continuing re 
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during the autumn, ran out. C 


















night on December 18th, ther 
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new dx was an excise tàx- osi 1 vaccini f 
children. Evén so, the presence of any n 
taxes was anathema to Republicans. — 
_ Other issues were more e dificult. 
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Bethe expense of tomorrow. Under threat 
of a veto, Congress cut the amount to $2.5 

. Most of the spending cuts were also 
eventually sorted out in a fashion that Presi- 
der nt Reagan could sign. It was quickly 
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N THE perpetual discussions over how 
to fail, in the end, to cut the federal 
| Erie deficit by as much as it should be 
|| cut, attention has naturally focused on the 
. competing claims of various programmes 
on the public purse. What share of the 
pain should be borne by defence, or by 
pensions, or by taxpayers? A distinction 
| that cuts across those categories and 
which is at least as important has been 
| largely forgotten. How much public 
|| money is spent on current consumption, 
y and how much on investment? 
| This matters not because investment is 
|| "good" and current spending "bad". It is 
| _as easy to invest wastefully as to consume 
| wastefully. The big economic difference 
| between the two is that investments stand 
|| . Some chance of creating a flow of future 
me, whereas consumption does not. 
A budget deficit incurred to pay for an in- 
|  vestment is, on this account, far less wor- 
tying than one which pays for consump- 
. tion. The first kind creates, at least in part, 
E the Beta for the debt that goes with it to 
| p Der 
| e trends in America's public-sector 
investment and consumption have di- 
| P erged sharply in recent years. The change 
began in the early 1970s, and thus pre- 
di ates Reaganomics. (Indeed, in dee 
k 's three years of budget largesse 


| be reversed.) Taking 
th past 20 years as a whole, net invest- 
| (om nt in physical capital has fallen sharply 
| asa proportion of GNP, even though gov- 
Aie spending o has carried on 
| ing (see left-hand chart). Total sending 
(which includes the spending of state and 
|| local government) more than doubled in 
. real terms between 1953 and 1986. Invest- 
ment in roads, bridges and the rest of the 
| public sector’s stock of non-defence capi- 
|| tal grew steadily from 1953 to its peak in 
_ the late 1960s, then tumbled. 
| i ee result, the capital stocks of the 
e: public and private sectors have drifted 
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. Between 1954 and 1971 net invest- 
án bc eror was rising faster than 
ca's labour force (see right-hand 


|| vate capital per worker—the key to higher 
| labour productivity and fast-rising real in- 
|. comes. But since 1971 public investment 





hat meant more public and pri-. 
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‘greed to save T billion (this year) me | 


lower farm target prices and price-support 
loans, and $850m from the postal service's 
budget—half of it achieved by delaying 
lump-sum payments to retiring postmen. 
Around 32 billion was cut from Medicare, 


E wrong kind of squeeze? 


has lagged behind the growth in the la- 
bour force, causing the stock of public 
capital per worker to drop from $15,600 
in 1971 to $14,000 in 1986 (measured in 
constant 1982 dollars). / 

That, in itself, does not prove that the 
stock of public capital is too low in rela- 
tion to the stock of private capital. It 
might have been too high in the 1960s, or 
the economically correct ratio might have 
fallen in the meantime because of chang- 
ing circumstances. But a recent study* by 
Mr David Aschauer of the Federal Re- 
serve Bank of Chicago does suggest that 
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ment, while adding. 597m to the budget of 


Medicaid, the health programme for the 


poor. 
` But the conferences got bogged down 
on two intractable issues, both of them ir- 


| 
rect, is remarkable. It implies that the pri- | 
vate sector itself regards an increase in | 
public investment as more efficient (at the 
margin) than a similar increase in private 
investment. It also implies that borrowing 
to pay for extra public investment would, 
other things being equal, lower interest | 
rates not raise them, because it would re- | 
duce the combined demands of the public 
and private sectors on the credit markets. 

[n one respect the calculations appear 
too cautious, because they assume that 


raise the rate of return to private capital. 
That seems unlikely, even on a fairly pessi- 
mistic view of the efficiency of public in- 
vestment. New roads, for instance, allow 
faster shipping of goods and reduce the 


Public spending Public spending & private profits Capital stock per worker 
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public investment needs to rise. 

His argument hinges on the extent of 
"crowding-out"—the amount of private 
investment displaced by any given rise in 
public investment. At the macroeconomic 
level crowding-out will take place if inter- 
est rates rise when governments borrow 

more to pay for their investment. This in- 
terest-rate effect carries no clues about 
which sort of investment—the govern- 
ment's or the private sector's—is eco- 
nomically preferable. But if interest rates 
could be held constant, private invest- 
ment would then be crowded out only if 
the public investment were a substitute for 
it. The greater the crowding-out, the more 
efficient the public investment would have 
to be in relation to the private sector's. 

Mr Aschauer's number-crunching sug- 
gests that an increase of $1 billion in pub- 
lic investment would reduce private in- 
vestment by $1.5 billion, even with 

interest rates held fixed. This result, if cor- 
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costs of private business; it would be odd if 
that did not help private rates of return. 
The table shows that over the past 35 
years high levels of public investment have 
usually coincided with high rates of pri- | 
vate-sector profit—even though, after 
1970, rising public spending went hand- 
in-hand with a trend of lower profits. 

One other point ought to commend 
the question of public investment to the 


higher public investment does nothing to 


attention of Washington's policymakers. 
No other part of the public-sector ac- 
counts is quite so tangled in difficulty— 
what “investment” means precisely, how 
to measure it, how to allow for deprecia- 
tion, and so on. The opportunities for 
talking at cross purposes are unrivalled in 
the field of public service. Its discovery as a 
fashionable issue is long overdue. 


**'ls the public capital stock too low?” By David Alan 
Aschauer, Federal Reserve Bank of Chicago, October 
1987. 
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relevant to the deficits. One was the fairness 
doctrine, which requires all broadcasters to 
give opposing views equal time. Earlier this 
year the Federal Communications Commis- 
sion dropped this requirement. Congress 
sent Mr Reagan a bill reinstating it. The 
president vetoed it. So Congress attached it 


to the appropriations bill. The president - 


promised to use his veto again—thus killing 
the whole package and the Christmas holi- 
days too if necessary. Congress decided not 
to call his bluff. 

Mr Reagan took the same attitude, with 
equal effect, to the other feature of the 
House bill that he disliked: its lack of aid for 
the Nicaraguan contras. The Senate bill, on 
the other hand, had included $9m in “non- 
lethal aid" (food, clothing, shelter and med- 
ical supplies) to the contras, plus $7m to 
transport military equipment already pur- 
chased. Emboldened by the Senate's action, 
and by reports of a contra offensive, the ad- 
ministration made it clear that it would 
throw out the budget rather than abandon 
the contras. So House Democrats set about 
covering themselves for the inevitable 
capitulation. They took the unusual step of 
publicising the results of a vote on contra 
aid in their own party caucus (by 150 to 25 
they opposed it), to give members a figleaf 
to conceal their nakedness when they later 
had to vote for it. The final package gave 
the administration much of what it wanted: 
$3.6m in non-lethal aid, $4.5m to transport 
military equipment that has already been 
bought, but no transporting of military sup- 
plies during the week of January 13th, when 
peace talks will be in progress. A "decisive" 
vote on contra aid has been put off until the 
beginning of February. Ho, ho. 





Ivan Boesky 


Ever so helpful 


ATISFACTORILY, as 1987 ended, two 

of the leading characters in the year's 
scandals began to reap their rewards. On 
December 16th Mr Michael Deaver, the for- 
mer White House counsel, was found guilty 
on three charges of lying under oath about 
influence-peddling after he left office (he is 
to appeal). And on December 18th Mr Ivan 
Boesky, the biggest of the corrupt fish 
caught in the insider-trading scandal on 
Wall Street, received three years for filing a 
false share-ownership statement with the Se- 
curities and Exchange Commission. 

Mr Boesky had been involved in rather 
more than that, including manipulation of 
stock prices, unlawful takeover activity and 
false record-keeping. But under an agree- 
ment between his astute lawyer and the gov- 
ernment, he was allowed to plead guilty on a 
single felony count carrying a maximum sen- 

tence of five years. (The heaviest sentence 








qn years after its passage, at 
the height of the cold war, the 
McCarran-Walter Immigration Act is be- 
ing dismantled by Congress and the 
courts. Among its provisions were 33 
grounds for excluding foreign visitors 
from America. Some were reasonable: 
former membership of the Nazi party, for 
example, or a criminal record. Others 
were not. As recently as 1983 visas were 
being refused to foreigners on the 
grounds that they had been associated 
with communist organisations. The Nic- 
araguan minister of the interior was de- 
nied entry. So was an Italian who had 
been a NATO general before joining a 
peace group. So were two Cuban women 
coming to discuss social work. 

A blow against McCarran was struck 
on November 19th when the Supreme 
Court upheld, by three votes to three, a 
ruling of the District of Columbia Court 
of Appeals. This said that, if the State 
Department’s sole reason for excluding 
someone was his affiliation with commu- 
nist organisations, the decision was 
wrong and a visa must be issued. Indeed, 





ever given for insider trading was that meted 
out to Mr Paul Thayer, a former deputy sec- 
retary of defence in the Reagan administra- 
tion, who was sentenced to four years in 
prison.) 

The judge did not fine Mr Boesky, as he 
could have done. Mr Boesky escaped a fine 
partly because he had already paid one of 
$100m to. the sEC—Ahalf of it in publicly 
traded shares, half in illegal profits from 
stock trades—to settle the commission's 
own insider-trading charges. But the judge 
also thought that Mr Boesky's creditors, not 
the government, should have first claim on 
his assets. Mr Boesky has already arranged 
that the government should have no claim 
over $160m salted away for his wife and 
children. j 

The leniency is for a reason. When Mr 
Boesky fell he took with him acquaintances 
in as many as five big brokerage firms whose 
conversations he had secretly recorded. Part 
of his plea-bargain is that he will help the 
authorities bring his colleagues to book, and 
will appear as a witness at their trials. Sen- 
tencing of the chief witness usually waits un- 
til all such trials are over, but the govern- 
ment apparently wanted Mr Boesky to seem 
to give his evidence without hope of 
favourable treatment. Unusually, too, Mr 
Boesky will continue to help the authorities 
in other ways, even though he has already 
been sentenced. As the government itself 
put it in a wryly worded memorandum to the 
court, not since the passage of the 1930s se- 
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. Vile views and visas 


whole McCarran act permanently. 


visas must ordinarily be granted. To 
withhold them the State Department 
must be convinced that the visitor is 
likely to act in a way that would be dam- 
aging to the national interest. Otherwise 
Congress must be informed of every de- 
nial of a visa. Because the Supreme 
Court was tied, the decision applies only 
to the District of Columbia circuit; it 
does not create a national precedent. But 
most disputes over visas end up in 
Washington. 

lt was not long before Congress 
stepped in, barring the denial of visas to 
foreigners because of their political be- 
liefs. It has prohibited the exclusion or 
deportation of foreign visitors because of 
any past, present or expected beliefs, 
statements or associations "that, if en- 
gaged in by a citizen, would be protected 





under the constitution". This reform, ar |} 


tached to the budget bill, expires at the 
end of February 1989. By then its spon- 





sors, Mr Barney Frank of Massachusetts || 


and Senator Daniel Patrick Moynihan of | 
New York, hope to have repealed the 













curities laws has the government "learned so 
much at one time about securitieslaw 
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Mr Boesky had hoped for mercy on 


other grounds too. His lawyer describes him 


as a broken man, shunned and spat upon, 
debarred from practising law or playing the 


market (this he agreed to when he pai the i 
SEC's fine), and forced to assume an alias - 


when he goes about his charitable works in 


New York. He has rediscovered Judaism, - 
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and is studying at a seminary. “Blind com- 
pulsion", now regretted, is how his lawyer 
describes Mr Boesky's mastery of insider 
trading. Not so blind, some would say, nor 
so harshly punished. 





Catholics and condoms 


Nihil obstat? 


WASHINGTON, DC 


MERICA'S Roman Catholic bishops, 
labouring to devise a church policy 
about the threat of Alps, have stumbled 
over prophylactic devices. Their statement, 
“The many faces of AIDS: a gospel re- 
sponse", was issued on December 11th by 
the administrative board, but opposition to 
it is so vehement that the full conference 
will probably see a fight next autumn to get 
the report changed. The Vatican is no help; 
it has yet to pronounce on the question. 
The bishops want a public educational 
effort both to help people guard against 
AIDS and to combat intolerance. Since sex- 
ual practices are one vehicle for the trans- 
mission of AIDS, the statement concedes 
that mere theoretical instruction is not 
enough. People have to have practical ad- 
vice, within a moral framework to be sure, 
but advice that tells them about what con- 
doms or other things can do. It is this pas- 
sage that has outraged, among other conser- 
vative prelates, Cardinal John O'Connor 
who, as archbishop of New York, probably 
has more AIDS victims under his pastoral 
care than any bishop in the world. 
Cardinal O'Connor declared at once 
that he would not tolerate any instruction 
being given about condoms in the Catholic 


O'Connor objects 
42 





or youth programmes. It was “a very grave 
mistake", he thought, to have published 
the paper without waiting to put it before 
the full conference. He was joined by senior 
prelares in other parts of the country, and 
they may easily get support from the Vati- 
can. The American conference is not, in 
fact, presuming to tell its members what 
they must do. To the extent that its advice 
prevails, it will prevail because those who 
teach in the church's many institutions find 
its conclusions hard to avoid. 

The moral theologians will have a field 
day with aspects of the question which the 
conference statement did not go into. Is it 
possible, for example, to treat a defence 
against AIDS as quite different from a de- 
fence against impregnation? That would 
give the condom a new, albeit restricted, 
theological legitimacy. The paper relies 
chiefly on the argument that some people 
will do as they wish in disregard of pastoral 
admonitions, and the interest of society re- 
quires that something be done for them. 

The one theological argument which 
the statement does make use of is the Au- 
gustinian doctrine of the lesser evil, devel- 
oped by Thomas Aquinas and others. God, 
the doctrine says, may choose to allow some 
bad things so that some good things may be 
saved and a greater evil averted. An analogy 
has been drawn with the church's decision 
in the Middle Ages to allow cremation, his- 
torically prohibited as an offence against 
the dogma of the resurrection of the body, 
in times of plague. Conservatives pooh- 
pooh the comparison. Cardinal O'Connor, 
who knows the thin end of a wedge when he 
sees one, is not going to open any door to 
relativistic doctrines of lesser and greater 
evil in the archdiocese of New York. 
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Sugar 


Bitter scandal 


HOCKINGLY, and with open regret, Mr 

Richard Lyng, the secretary of agricul- 
ture, has announced that America’s sugar 
quota—the amount of sugar it imports each 
year—will fall by a quarter, from about 1m 
tons to 750,000 in 1988. He had no choice. 
Under a law passed in 1982 the subsidy pro- 
gramme for domestic sugar must be oper- 
ated without any cost to the government. 
Price supports keep the minimum price of 
American-grown sugar at 21 cents a pound, 
about three times the price on the world 
market. To maintain the high price it is nec- 
essary to keep out cheap foreign sugar. 
Hence the cut in the quota to the lowest 
level in more than 100 years. 

The chief sufferers will be in the poor 
countries that the president's Caribbean Ba- 
sin Initiative is meant to help, and in the 








EXT B s 
Helping to uproot democracy? 


Philippines, whose fragile democratic gov- 
ernment America is trying to shore up. The 
Philippines’ sugar-growing areas are pre- 
cisely those where the left-wing opposition 
to Mrs Cory Aquino's government is 
centred. But foreign producers are not alone 
in their misery. American firms that use 
sugar—in cakes, say—will suffer, and house- 
wives should be complaining too: the in- 
flated price they pay amounts to some $3 bil- 
lion a year for about 10,000 domestic cane 
growers and for an increasing number of 
beet growers. So profitable is their business 
that America could become self-sufficient in 
sugar within a year or so. 

One palliative, now passed by Congress, 
is a scheme to allow the import, at the Amer- 
ican price, of an extra 800,000 tons of sugar 
in 1988; it would then be processed and re- 
exported at the world price. The loss would 
be met by selling reserves of other commod- 
ities held by the Department of Agriculture. 
But these are meant to be used to ease the 
sale of goods produced wholly in America, 
not to promote the sale of foreign goods. 
Another subsidy is lodged in both versions 
of the pending trade bill and might slip 
through if the main bill is not vetoed. It 
would provide about $200m to refiners. 

A better solution is put forward by Sen- 
ator Bill Bradley and Representative Tom 
Downey. Their plan would reduce the sugar 
subsidy by 1.5 cents a year until the price 
reaches 12 cents a pound in 1991. At the 
same time the sugar quota would be enlarged 
by 500,000 tons each year for four years. 
These proposals are backed by 20 countries 
that grow sugar and by domestic processors. 
But until consumers speak up more fiercely, 
and as long as foreign, chiefly European, 
subsidies for sugar continue, victory over the 
growers seems remote. 


————————————M 
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AMERICAN ELECTIONS 


How to become president of 
the United States 


WASHINGTON, DC 


For the first time for 20 years, both parties must choose a candidate with- 
out one or other being able to turn to an incumbent president. A guide to 
the nomination for the ambitious in 1988 


First, be born in the right place. 
Americans are not allowed to 
choose as president anyone 
born a foreigner, nor anyone un- 
der 35 years old. Historically, 
you have also had to be white, Anglo-Saxon 
and male. A glance at recent and current 
candidates suggests you should also have a 
good head of hair, and no beard. The other 
requirement is a blameless life spent in 
wholesome pursuits, making friends and 
getting elected to ever higher positions, usu- 
ally culminating in a place in the Senate, the 
House of Representatives or a state gover- 
nor's mansion, but sometimes in a pulpit. 

Now you are ready to offer yourself for 
nomination by one of the two major parties. 
The nominating rules are constantly chang- 
ing, so get yourself or your people on to the 
appropriate committees to change them in 
your favour. Mr Walter Mondale happily 
admitted to trying to influence the schedule 
of primary elections in 1984 so that it would 
favour front-runners (by, for example, 
“front-loading” the season to make the go- 
ing harder for outsiders). Mr Richard Gep- 
hardt hopes 1988's southern super-primary, 
which he helped to create, will help him. 

Many rules concern money. You will 
need lots. By the end of September 
1987—more than 13 months before the 
election—the 12 candidates now in the 
1988 race had raised nearly $62m. The Re- 
publicans had raised $42m (Mr George 
Bush led with $13m) and had spent $34m 
(the Rev Pat Robertson accounted for a 
third). Of the Democrats’ $19m, Mr Mi- 
chael Dukakis had raised the most ($8m) 
and Mr Gephardt had spent the most. 

You are allowed to spend as much as 
you like. If you want federal support, how- 
ever, you may spend no more than $10m in 
1974 dollars (including the federal money), 
which is about $23m for 1988; and no more 
than $50,000 (in today's dollars) must come 
from your own pocket. To qualify for fed- 
eral money, you must raise at least $5,000 in 
amounts of $250 or less in each of 20 states 
after the beginning of the year before the 
election. If you meet those requirements, 
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the Treasury will, twice a month after the 
beginning of the election year, match each 
contribution to your campaign, dollar for 
dolar (up to a limit of $250 per 
contribution). 

Remember: if you have to withdraw af- 
ter some unfortunate revelation, be sure to 
apply for matching funds first (Mr Gary 
Hart did not). Remember too that you must 
not spend more than 16 (1974) cents per eli- 
gible voter per state. That means only 
$780,000 in lowa, for example, next year. 
Most people cheat on that rule, however. 

Fundraising is an art, so hire a good art- 
ist. Raising money by direct mail works but 
is expensive (Mr Robertson), unless you can 
narrow it to people with Greek surnames 
(Mr Dukakis). Throwing big $500-a-ticket 
dinners and attending Hollywood parties to 
lure celebrities works best. No individual is 
allowed to give your campaign more than 
$1,000 (although the indecisive donor can 
give that much to each of 25 different cam- 
paigns). Nonetheless, 9896 of your money 
will come from individuals; political action 
committees, which can give $5,000, do not 
count for much in presidential campaigns. 

To be president you need a knowledge 
of history. Once American political parties 
had become established, each party in Con- 
gress chose its candidate from among its 
members. But this offended the separation 
of powers between executive and legislative 
branches of government, so the parties in- 
vented the convention: a gathering of mem- 
bers of the party from all over the country 
to choose a candidate. That worked well un- 
til about 1912 when candidates began to 
seek support in the convention by appeal- 
ing beforehand to the public to elect dele- 
gates who would support them. Primary 
elections to choose delegates pledged to 
support certain candidates spread. 

Nowadays (Mr Mario Cuomo, please 
note) it is the primaries that count: over 
80% of the delegates in 1988 will arrive at 
the conventions already pledged to one can- 
didate on the first ballot. No convention of 
either party since 1952 has taken more than 
one ballot to nominate a candidate. 





A welcome awaits 


Since state governments fix the dates 
and regulations of the primaries more than 
parties do, both the Democrats and the Re- 
publicans follow roughly the same rules. But 
not quite. Republicans often leave the de- 
tails of how to choose delegates to state par- 
ties. As a result, the Democrats (who con- 
trol a majority of state governments) have 
largely set the schedule and the Republicans 
have been dragged along. 

That said, the first contest to choose 
delegates that matters is an exclusively Re- 
publican one, a party convention in Michi- 
gan on January 29th. Try to ignore it, even 
though the press will not. Mr Robertson 
and Mr Jack Kemp have already sewn it up 
by monopolising the rather undemocratic 
selection of delegates, which happened in 
August 1986. Mr George Bush is still calling 
foul, with some success, but leave him to it. 
It's cold in Michigan in January anyway. 


Go early to lowa 

It will probably be just as cold in Iowa on 
February 8th, but you cannot afford to pass 
over that state. lowa, like Michigan, has no 
primary (it tried one once, in 1916, and con- 
cluded it was too expensive), but chooses its 
delegates at a state party convention. The 
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- Calendar of primaries. and caucuses 
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means enough press attention to o sound te 


a winner but not so much as to push expec- 
tations too high. Then, on to New Hamp- 


shire, which holds its primary on February 
lóth. Since 1920 this conservative rie 
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^ g < candidate, demolished Robert 
< Taft. Among. Democrats, Estes Kefauver 

. beat President Harry Truman, helping Tru- 

man's eonan not to seek reelection. 








ere or die? 


n on, New Hampshire became a 
fairly obscure candidate could 
inence. À good result was 
because the state is so small 
B xst of the voters who matter can eas- 

| ily be reached. Since 1952 no one has been 
elected president without first winning in 


~ New Hampshire. 


_ The best way to win New Hampshire in 
1988 will be to come roaring out of a suc- 
cessful showing in Iowa in an avalanche of 
press attention. That is why all the 1988 
candidates have already spent about three 
times à much. noney in lowa as in New 

ut one nasty land-mine lies in 
| e state: the Manchester Union 
Leader Eerociónsly right-wing, this local 
newspaper helped to ruin Mr Bush in 1980 
and Senator Edmund Muskie in 1972. This 
time it will attack Mr Dukakis among the 
Democrats and support Mr Pete du Pont 
among the Republicans. 

lowa and New Hampshire—unrepre- 
sentative though they are—are both small 
enough to let a candidate make a difference 
by meeting people face to face. To win in 
New York or California, the candidate must 
rely on television. In lowa, he must shake 
hands, which is good for him (he can receive 
neutral comment) and good for the voters 
< (they can form an opinion of him in a set- 
- ting he does not control). 7 
| lowa and New Hampshire will knock 
out some of the candidates. The winners, or 
those considered winners, will benefit in 
two ways. They will get enough: free public- 
|. ityon television. news to make them known 
^d primary states. And they will get 
Sucess breeds dollars. 
^ Over the next four months the candi 
dates will take part in contests in nearly ev- 
ery state. A few other delegates are chosen 
from farther afield. The Democrats elect 



















^ delegates from America Samoa, Guam, 


Puerto Rico, the Virgin Islands and from 
Democrats living abroad. The Republicans 
elect delegates from Guam, Puerto Rico and 
the Virgin Islands. Most (38) of the states 
hold primaries, as New Hampshire does. 
_ The rest hold caucuses (or conventions), as 
—. lowa does. But other distinctions abound. 

^: States differ in how the spoils of victory 
. are divided. In the simplest type of system, 


such as California's Republican primary, 


the winner takes all: all the state's delegates 
are pledged to whichever candidate gets the 
| . In the commonest type, the del- 
» allocated in proportion to the 
In some Democratic primaries 
, however, the winner also gets 
e delegate per district. In a few 





Dwight Eisenhower, still nòt 


Kansas) or threé (eg, Nevada}, whil le Aperi. 


primaries including those in ee Penn- 
sylvania, West Virginia, Democrats 
abroad), the voters vote direct! ly for dele- 
gates and whichever delegate gets the most 


votes in each district is chosen, regardless of 


whom he or she is pledged to support at the 
convention. In addition, many Republican 
caucuses have no formal: system.of choosing 
delegates at all; they make their own rules. 
Who can vote in a. primary or turn up at 
a caucus? This too varies from state to state. 
Some are closed to all but members of the 
respective party. In Florida, for example, 
only registered Democrats can vote in the 
Democratic primary and only Republicans 


in the Republican one. But in many states 


the polling stations are open to outsiders. 
In, say, Massachusetts and New Hampshire 


the parties’ primaries are open to indepen- 


dents but not to members of the other 


party. In, say, Wisconsin you can choose 
your primary when you arrive at the polling. 


station. Everywhere turnout is low. 
Caucuses may have several tiers. In 
lowa, precinct caucuses choose delegates to 
county conventions, which choose dele- 
gates to district conventions, which choose 
delegates t to the state conveni ir 3 











can Samoa and Guam have only one each. 
Popularity alone is not enough to win 
the nomination. You must also make sure 
that you or your supporters are on the bal- 
lot for people to vote for—and that takes 
organisation. In 1984 Mr Hart won the ma- 
jority of votes in the Florida primary; but 
Mr Mondale got most of the delegates, be- 
cause Mr Hart had not managed to get his 
delegates organised. That could happen 
agaín in some states, though not in Florida, 
which has: changed its rules. To run in Illi 
nois, which votes in March, you must file in 
December. Te runin New York (April, you 
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must file by February 25th a list of 1 
signatures of your supporters, ahd the 
must include at least 100 names fronie 
of at least half the state's 34 
districts. Your would-be delegates to 
convention must also collect 1, 000 sign . 
tures during the preceding month. | 
Learning from Mr Hart's mistakes 
most of the 1988 candidates have tried ha 
tO set up  orgscitsat ions in ; alt DE prima 
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throughout. bd for the best or 
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after loea and New Ham 
ries or caucuses for ho 
ming, M ARERR 
Maine, and for 
vada, ( bis «a an 









as South: ern uibs i 
Democrats, but mostly cons 
and, except in 1976, the voter 
southern states have voted for Repi 
presidential candidates since the | 
Some white Democratic governors and 
gressmen from the South think the i 
lies with the € excessive influence of 
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3 Hie effect, ex- 


o sic a hadt Van the Desocratie 


Y the end of March 8th more than 


side, -F nO- 
will happen. Some 
will simple f for- 


at a P will ons too BM for 
xody to dominate and the votes will be 
; evenly spread between the candidates, 

Athe Rev aon Jackson, for whom the 


merging with more delegates flan anyone 
se. Just possibly, the day may work as in- 
ended, pushing a southern conservative 
emocrat (Mr Gore?) into the lead. 

One complication is that in most south- 
rn states voters can choose which primary 


ion: Republicans can vote in the Demo- 
tic primary, and vice versa. This was the 
downfall of Mr Glenn in 1984, He was sup- 
posed to appeal to southern conservative 
-Democrats, but they already had their can- 
didate in Mr Reagan. Will they vote for Sen- 





So WHOM DID You Lie Bet — | 


a ST, 


N MAU, a ate 


| Connecticut, New" 
ing to woo, out of the side of his mouth, 
those states farther west (Arizona, Utah, 


o vote in when they enter the polling sta- 


Ot l Dole o or Mr Robertson this time, 


Ar. or plump for Democratic Mr Gore, or sim- 


ply stay home? That decision may turn on 
whether their state is holding its primaries 
for congressional offices on Super Tuesday 
or not. Some (Arkansas, Mississippi, Texas) 
are; some (Alabama, Georgia, Missouri, 
South Carolina, Tennessee and West Vir- 
ginia) are not. If a Republican wants to in- 
fluence the choice of his local representative 


; (likely, inthe South, to be a Democrat), he 
may opt for th 





Democratic primary. 


The telecampaign 


The candidate who. survives now heads 
north, to shake the hands of factory work- 
ers in Illinois, Michigan (Democrats), 
ork, Pennsylvania, try- 






Colorado and North Dakota) which will 


vote with the big industrial ones. Now the 


. name of the game is television. Free cover- 


age on the news will come by appearing in 
colourful places and saying striking things 
(but not too striking). Commercial time will 
be bought to tell the world how wonderful 
you are. In May move on to Ohio, Indiana 
and West Virginia to tell them how you will 
revive their dying industries. 

The last round, on June 7th, is in Cali- 
fornia and New Jersey (also Montana and 
New Mexico). California's huge primary, as 
recently as 1972, was a fierce battleground 
between two rival campaigns. Since then, 


. however, its importance has declined as the 


“front-loading” of the campaign with ear- 
lier primaries has settled the outcome be- 
fore lune. It is just possible that this time no 
candidate will have a clear lead by the end of 
May (among the Democrats; the same pos- 





MIKE, AL, JESSE, DICK, sRcE 
AND PAUL. ‘ 


ne 


DIST. £y CA TIMES SND. 


yaon w on 


&91 We 


ed Dome m mmu 
X Femme = antes se mem D IT 


















sing e prize in 





terms we delegates 
Then a rest before the convention: Åt- 
lanta in July if you are a Democrat; New Or- 
leans in August if you are a Republican. At 
Atlanta there. will be 4,160. delegates; at 
New Orleans 2,2 party decides the 
number of delegates ach state accord- 
ing to a formula \dous complexity 
| r at petty: in the 















previous p presidenti 
case of Republicans, 


ae hes isa a category 
gates, who are not elec y the states but 
appointed ex-officio: these include all mem- 
bers of the Democratic National Commit- 
tee, 8096 of the Democratic congressmen, 
all Democratic state governors, and all for- 
mer presidents, vice-presidents, Speakers of 
the House of Representatives and majority 
leaders of the Senate. These ex-officio dele- 
gates are not necessarily cc mmitted to any 
candidate. The elected . delegates. are 

"pledged" by those. lected them to 
support one candida the first ballot 
(though. the pledge can be to.a candidate 
called "uncommitted"). After that they are 
generally free to. change. their votes as they 
like. There are also “depledged” delegates: 
those pledged. delegates whose candidate 
has dropped out and who are free to vote as 
they like unless th didate "idhirows" 
them to another i in i 














Choose a second banana 
All this may not matter. You may arrive 
with more than enough delegates to clinch 
the nomination on the first ballot. But, with 
surprising enthusiasm, many. analysts are 
speculating that 1988 could be the year of 
the "brokered convention", when the party 
leaders choose a nominee: by negotiation, as 
they did in the old days. They could even 
choose somebody who. has. not run in. the 
primaries at all. r 
Besides - adoptin T 
other business to be do 
is choosing: nom or vice-president. 
Choose somebody who complements your 
appeal. If you area an rtherner, choose a 
southerner; if a conservative, choose a lib- 
eral; unes so on. You: | may want to choose 








la ions ^: Pale 
the convention 

















: di was 


BOSTON 


| T IS fortunate that Mr Keith Melder, a 
. A curator at the Smithsonian Institution in 
. Washington, DC, is such a cheerful man. He 
 isresponsible for the memorabilia of Ameri- 
can presidential election campaigns, and 
could easily despair at both the quality and 
the quan of campaign matchboxes, pen- 
per stickers, bandannas, decals, 
so on that he now collects 
y in the National Museum of 
American History. The professionals who 
manage campaigns nowadays have little 
time for such fripperies. Only bumper 

Stickers and buttons still abound— 
the buttons often as collectibles 

a rather than wearables. 
- Asa result, says Mr Melder, 
5 "there is less paraphernalia and what 
ur there i is is less i interesting.” No candi- 
date this year is likely, for instance, to 
come up with a campaign slogan as 
catchy as that chanted by 40,000 sup- 
porters of Grover Cleveland in New 
~~ York in 1884 in an effort to discom- 
fort his Republican opponent: 
“Blaine, Blaine, James G. Blaine, the 
DUM Continental Liar from the State of 
Maine." Or as crude as the counter 
-of Blaine supporters in a reference to 
Cleveland? s bastard child: “Ma! Ma! 
Wi Yere's. my pa? Gone to the White 

louse, Ha! Ha! Ha!" 

-Not long after Cleveland beat 
Blaine: in this rumbustious campaign, 
James Bryce (later British ambassador 
to Washington) wrote “The American 

^. Commonwealth", a famous book whose de- 
— spairing eighth chapter sought to answer 
the question " Why Great Men Are Not 
Chosen President". In 1888, the date of the 
first edition of Bryce, Americans were ask- 
ing why the best qualified men were not in 
the running for the presidency in the same 
incessant way that today's Americans be- 
moan the reluctance of the best qualified 
.. Democrats (Messrs Bradley, Cuomo and 
^^ Nunn) to enter the starting-gate for 1988. 


























AN as now, people peered mistily 
earlier, more dignified era when 


liticians, ind when lofty elec- 
ns S on the p 


he slick packaging of the n presidential election camp 
America. has made many yearn for the old 

cused on the i issues. The nostalgia is a eod 

; manipulative i in the past—and candidates’ promises were no more reliable 





davs when 


nded. 


Historians guffaw. Muckeraking and 'scan- 
dal-mongering, they say, go 

the days of Thomas Jeff r | 
eight years from 1801. pras was accused 
of shacking up with a black mistress to fa- 
ther khaki-coloured children. He was also 
attacked. as an atheist, fanatic, revolution- 
ary, warmonger and likely repudiator of the 
national debt. 

They were casual smears. Such efforts at 
character assassination. did not become 
really organised until 1828, when Andrew 
Jackson ran against the incumbent john 









Baby Cleveland meets his Pa 


Oti dun Jackson ("Modern Cincin- 
natus", "The farmer of Tennessee", "The 
second Washington", "The hero of two 
wars") was presented by partisan editors 
and orators as the all-American candidate 
of the common man; Adams as an effete 
aristocrat who belonged in a European 
drawing room. Although nobody was more 
proper than John Quincy Adams, a New 
England puritan, Jackson's campaigners al- 
leged that, while serving as a diplomat in 
nee he had hel ped to procure American 
girls for the Tsar. 

The scandal was as baseless as: the retort 
of Adams's supporters. Mr Melder of the 
Smithsonian has copies of the infamous 
"coffin handbills" they distributed accusing 
Jackson of murdering six soldiers under his 
command in the war of 1812, Jackson was 
also vilified a asa a bigamist 3 








ampaigns were ust as 
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nd an. adulterer | 










































for having married his wife, Rachel 
she was legally divorced from her pr: 
husband. 
This, the 1828 campaign, ranks ay 
the most ruthless campaigns in pres 
politics, alongside at least three oth 
tions: the campaign of 1936, when. a 
lican political stamp showing E Ele 
Franklin Roosevelt as dupes of 
nism and Fascism was banned - 
mails by the Post Office Departm 
ing ' “scurrilous, libellous and u 
ing”: the Watergate election of E 
Republican « dirty tricksters Brok 
Democratic party's headquar 
tergate building; and the Job 
ter campaign of 1964, with € 
"Daisy. Girl”. xelevision con 
commercial showed a fa 
standing in a field countin: 
flower until she was interrupted 
Canaveral-style countdown and 
erated by the mushroom cloud of 
bomb dropped in a war presi: 
by Mr Barry Goldwater. Mr Br 
the executive director of the F 
Practices Committee, said at 
that the Johnson- Gol idw 
was "the m: 
paign I’ve ever seen, or to 
ter heard tell o£" He t 
riot heard tell of iin v Ad 


Pac kaping the candidate 
In image-making terms, the 
“modern campaign” was not fa 
v Adams but that waged on. 
William Henry Harrison ag 
tin Van Buren in 184 
supporters decided their m: 
have a much better chan 
if his | eias e 








didate, in n the j jargon at tod 
son Avenue, was “repackage 

The scion of Benjamin 
the fifth, a signer of the De 
of Independence, was tra 
into a gnarled backwoodsman: 
Though he owned a plush Ge 
sion at Vincennes in Indiana, 
chosen for William Henry Har 
paign were a log cabin arm 
Model cabins featured in pa 
porters and the campaign's orge 
out draughts of cider. it wor 
in 1840, with 234 electoral vot 
Van Buren's 60, was an even more 
winner than jackson in 1828, witch: 
votes to Adams's 83. 
itis a recurrent sub-theme in Ag 


thor of the indispensat 
American Politics" note 
not share the longing o 
tocratic forebears. Polls 
show that Americans | 
from, and identify s 























Ye Over | steerage to Ellis Island: “i 
ier than with those with claims to - 
h and breeding. Note, for in- 
nce, the way Mr George Bush, a 
epublican presidential. candidate, 
ays down his patrician background 
id plays up his Texan one. 
^ In seeking to mine this rich vein 
f sentiment, today's political image- 
kers have to. be both more subtle 
| more truthful than in 1840. As 
fessor Kathleen Hall Jamieson 
ys in "Packaging the Presidency", 
nd as Mr Gary Hart and Mr Joseph | 
den, two early casualties in the 
988 campaign, can attest, the candi- 
e trying today to repeat the Harrison log- 
in trick would be exposed as a liar by a 
ion reporter broadcasting to a na- 
network from the steps of that man- 
Vincennes. 
onsequence, as bolitisal campaigns 
he electors have become more sophis- 
ted, the image chosen for the candidate 
ended to be suggested rather than laid 
"with a trowel. The image-makers have, 
Or instance, given as careful attention to 





















































































896 and again ín 1900, was said to con- 
ice an audience he was a statesman before 
opened his mouth: starched shirt, wing 
lar, double-breasted coat, white waist- 
oast and red carnation. 


Jilliam Henry Harrison, for a man-of-the- 
ople image. In the campaign of 1976 be- 


'en Mr Gerald Ford and Mr Carter (de- 
ed as pitting the fear of the known 


er wore jeans and a checked shirt as he 
ed through his peanut fields in Plains, 
ia. It made what is called good televi- 
ut the journalists of the pencil press" 

irritated by the way image had up- 
-political substance. Television does 
erely cover the modern campaign. In 
ways it is the campaign. 

Barnstorms and whistle-stops. 

je starkest difference between the old 
mpaigns and the new is that in the eigh- 
nth century and much of the nineteenth 
ndidates were supposed to stay. at home, 
id the farm and let their supporters do all 
e work. This conceit, which has faint ech- 
s in the “Rose Garden" strategy of some 
ent incumbent presidents, created ten- 
ins. The candidate was often desperate to 
yin but had to pretend to be stoical, even 
ndifferent, about Securing then nomination 


Too scurrilous for the mails 


ing as any Paris fashion house. The- 
b of William McKinley, elected president: 


then would. buy as much as $48 
-and $10m as much as $138m, 
plaints about the rising cost. of pr 


In contrast, Jimmy Carter aimed, like 


inst the fear of the unknown), candidate | - 


oui 
: merely to let his supporters call upon him. 


xe) ennt 


dte 


elled 18,000 miles in 1896 to make 600 
speeches to perhaps 5m people. His attacks 
on the economic system of the day ("You 
shall not press down upon the brow of la- 
bour this crown of thorns, you shall not cru- 
cify mankind upon this cross of gold") per- 
suaded the robber barons—Harriman, 
Morgan, Gould, Frick and Rockefeller—to 
dip deep into their pockets to defeat a popu- 
list candidate they regarded as spectacularly 


_ irresponsible when he called for free trade 
^ andan end to the gold standard. In 1896 


they helped raise at least $3.5m and perhaps 
as much as $10m to defeat Bryan. As $3.5m 
5m today, 






election campaigns may be tnisplaced. 
William McKinley, who defeated Bryan 
in’ both 1896 and 1900, refused to barn- 





storm. But Theodore Roosevelt (“ as sweet a 
gentleman as ever scuttled a ship or cuta 
. throat") was temperamentally quite unable 
“to: run, like McKinley, a “front-porch cam- 


in which the candidate was willing 


Travelling became the norm, with es 
dates criss-crossing the country by rail on 
"whistle-stop tours". They. made speeches 
at each stop, some of them from the ob- 
servation car at the rear of the train. Each 
speech was carefully designed to go down 
well in the locality: promises of higher 
prices for farmers at stops in the prairies, 
promises of lower food prices in industrial 
towns, attacks on Prohibition in beer-brew- 
ing Milwaukee and so on. 

The Democratic barnstormer or whis- 
tlestopper was usually the victim of a bla- 
tantly partisan press. Bryan, more discrimi- 
nated against than most, had nearly all the 
big city newspapers against him as well as 
such powerful political weeklies as the Na- 
tion, the Independent and Harper's. Frank- 
lin Roosevelt was only slightly better off in 
1936. In Chicago, for example, Professor 
Eugene Roseboom and Professor Alfred 
Eckes calculate in "A History of Presiden- 
tial Elections" that the combined circula- 


r Maid orae the anti-Roosevelt newspapers was 


“Fest” for insta 


Santis which 
dik rence between 


i C 
their candi- 
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York's: Lower: st Side "foist” "i 
ince—which gave off a nasty 
pong of machine politics to many voters 
outside the big cities. — 

Franklin Roosevelt was the master of 
the new medium. In a single one of his fire- 
side chats he was able to speak to 12 times as 
many Americans as. Br spat to in n his 
18,000-mile journ o 
with the radio aud 
the Republican inc ; iut ided a: 
over the top when he predicte in 1932 that 
if FOR was elected “ grass will grow in the 
streets of 100 cities". The commonsensical 
tone of his radio talks also helped FDR to 
counter the potentially lethal whispering 
campaign that his. sanity. had been affected 
by infantile paralysis: < 

Radio supplemer ne than sup- 
planted political travelling. Wendell Wilkie 
out-Bryaned Bryan in. 1940 when he trav- 
elled 30,000 miles by train, aeroplane and 
car to tell 12m people in 34 states in 540 
speeches that if they reelected Franklin 






























Roosevelt to an unprecedented third term 


America's democratic system of govern- 
ment would not survive. The last of the 
great whistle-stops, where the candidate's 
entourage lived and slept on the train and a 
Western Union man was always available to 
accept cables from the reporters, was Harry 
Truman's give-'em-hell campaign in: :1948, 
when he came from behind to defeat his Re- 
publican challenger, Thomas Dewey. After 
that, trains gave way first to piston-engined 











aeroplanes and then, in D campaign of 


1960, to jets. 


Pros replace p Pd. 

Since the coming of the: jet and, more im- 
portant, of television (which in 1947 was in- 
fewer than 1% of. mes) presi- 












dential political cai turned full 
circle. Nowadays, as st of the nine- 
teenth century, the camp s run n pe 


fessional vac $ 


agers and image- 
ting loyalty to 







their candidate. 

These professionals are more techni- 
cally adept than the old pols who cut those 
deals in the smoke-filled rooms. Today, if a 
candidate wants to know what voters think, 
he does not talk to local politicians; he com- 
missions a poll. People who work year-in- 
year-out for a political party are a vanishing 
breed. So are city bosses like Richard Daley 
of Chicago, of whom it was said, "He could 
deliver Cook County for Ho Chi Minh." 

Many historians see the turning-point 
as the election of 1960. John Kennedy, a rel- 
atively inexperienced senator from Massa- 
chusetts, was able first to defeat four heavy- 
weights in his own party—Adlai Stevenson, 
Hubert Humphrey, Stuart Symington and 
Lyndon Johnson—to win the Democratic 
nomination, and then to defeat Richard 
Nixon, who had served two terms as Dwight 
Eisenhower's vice-president. 


Visible charm 


Television was Kennedy's great ally. It con- 
verted him from an unknown into a na- 
tional celebrity in next to no time. Eisen- 
hower had taken lessons from an actor, 
Robert Montgomery, to develop a more re- 
laxed and folksy manner on television; but 
Kennedy was the first presidential candi- 
date really at home in the new medium 
where presentation meant as much as, if not 
more than, content. In the first debate be- 
tween Nixon and Kennedy, which many be- 
lieve decided the outcome, Nixon was 
judged the winner by a majority of listeners 
to radio but the loser by television viewers. 
Those who only heard it on radio did 
not see the five-o'clock-shadow on 
Nixon's jowls, his sweat or his appar- 
ently shifty manner. Nor could they 
fully appreciate the boyish charm of 
the man from Massachusetts. 

Since then the campaign has be- 
longed to professionals who provide 
everything-taken-care-of service for 
candidates— media buyers, strate- 
gists, political pollsters, money raisers 
and, above all, television image-mak- 
ers. Mr Harry McPherson, a Wash- 
ington lawyer, recalls how as an aide 
to Lyndon Johnson in the Senate he 
found a notebook belonging to Sena- 
tor John Kennedy that meticulously 
analysed every town, interest group 
and ethnic group and every potential 
political friend and foe in the state of 
Indiana. McPherson read about ten 
pages, and was mesmerised. But 
though it contained invaluable politi- 
cal intelligence he decided to return 
it to Kennedy. “Not because | was 
goody two-shoes," he says. "But be- 
cause | knew Johnson wouldn't know 
how to use it." 

Such research is now regarded as 
essential by all serious candidates. It 


has to be done and interpreted by 
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But songs didn't help Nixon on television 





professionals because it is so easy for the 
tenderfoot to be misled by poor sampling or 
by the way people lie. Media consultants are 
also considered indispensable. America has 
more television sets than telephones, bath- 
tubs or flushing lavatories, and Americans 
have grown used to advertising that, in 
Madison Avenue jargon, has "high produc- 
tion value". 

A presidential campaign has to produce 
television commercials that can hold their 
own against campaigns for Budweiser beer 
or Preparation H. If the political commer- 
cials reach the standards only of plugs for 
the local hardware store, the candidate may 
as well give up. News coverage of the cam- 
paign can be influenced to a candidate's ad- 
vantage by "spin doctors" — professionals 
whose job it is to persuade political journal- 
ists to put the right spin on the story. Such 
wizards are given the credit for television 
presenting Mr Walter Mondale's mediocre 
performance in the Democratic primaries in 
southern states in 1984 as a better-than-ex- 
pected showing. 

[n the old days it was the old pols who 
produced the "dark horse": James Polk, for 
instance, who was about as well known na- 
tionally when he was chosen as the Demo- 
cratic candidate for the presidency in 1844 
as Mr Spiro (“Spiro who?") Agnew was 
when he was named by Mr Nixon as his run- 
ning-mate in 1968. To win his party's nomi- 
nation today the dark horse needs a politi- 
cal consultant who knows how to get the 
best out of television. The support of the 
party or of other prominent politicians has 
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AMERICAN ELECTIONS 


in recent elections been seen as more of 2 
handicap than a help by some candidates, at 
least in the early stages of their campaign. 

Mr George McGovern in 1972 and Mr 
Carter in 1976 found it a plus to be seen as 
outsiders. Though this fashion may now be 
changing, the same phenomenon has been 
observable in Congress. According to Mr 
Thomas (Tip) O'Neill, the Bostonian Dem- 
ocrat who was the Speaker of the House of 
Representatives until a year ago, people 
running for Congress since the Vietnam 
War and the Watergate scandals 

had no loyalty to the party whatsoever. They 
looked down on it. They said, "The party 
didn’t elect me, and I'm not beholden to the 
party." 

The candidate leans instead on his po 
litical consultant, some of whom have be- 
come household names in politically 
minded households: Messrs Douglas Bailey, 
John Deardourff, David Garth, Joseph 
Napolitan, Lance Tarrance and Richard 
Viguerie. Some political consultants are 
hired-guns, willing to work for the candi- 
date or for the cause ("pro-ife" or "pro- 
choice" in abortion, it makes no difference) 
that offers the best terms. But the best of 
them work within limits. Some sell their ser- 
vices only to candidates who are Republi- 
cans or Democrats. Others set the ideologi- 
cal limits themselves. Mr Garth, for 
instance, has mapped out campaigns for Mr 
Mario Cuomo, the Democratic governor of 
New York state, and Mr Edward Koch, the 
Democratic mayor of New York city, as well 
as for Pennsylvania's two Republican sena- 
tors, Mr John Heinz and Mr Arlen 
Specter. 

Despite the acres of newspaper 
space and the hours of television time 
given over to presidential campaigns, 
fewer and fewer Americans bother to 
vote. Necessarily rough comparative 
statistics recently published by the 
Brookings Institution show that they 
are apathetic by international stan- 
dards: a turnout of about 5596 in 
American presidential elections com- 
pares with about 9096 in Sweden and 
West Germany, 8596 in France, and 
1596 in Britain and Canada. A recent 
congressional study says America's 
turnout between 1969 and 1986 was 
the lowest of 28 democracies’. 

Americans are also apathetic by 
their own past standards. Mr Arthur 
Schlesinger notes in "The Cycles of 
American History" that in no presi- 
dential election between the Civil 
War and the end of the nineteenth 
century did the American turnout— 
the proportion of those eligible to 
vote actually voting—fall below 70%, 
In 1876 it reached 82%. 

In seeking to explain the lower 
turnout this century, Mr Richard 
Neustadt, a political scientist, says 
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tral as an entertai 
um”; today, he says, there is "so 
iek more for the general public to 
han get interested in politics." 
Austin Ranney, another political 
olar, thinks that most Americans 
nd politics confusing, boring and, 
bove all, largely irrelevant to the 
ngs that matter in their lives, such 
naking friends, finding husbands 
wives, getting jobs, bringing up 
ldren and having a good time. 
Mr Schlesinger notes the decline 
political loyalties. In the nine- 
nth century people would no more 
nge their party than their reli- 
n. Floating voters were rare and in 
itically balanced areas the election 
won by the candidate whose ma- 
ne was most efficient in getting the 
rty s vote out. Today, whatever the 
didate's politics, billboards tend 
to omit his party affiliation or men- 
on it only in small type. 
- Indeed it sometimes seems that 
^^singleissue lobbies command 
re clout than the party regulars. Ín 
"nineteenth century Americans 
iterested in one aim above all others 
ften pursued it through a party set 
p for that express purpose: the 
itimasons (whose party was even- 
ually led by a mason), the Greenback 
rty, the Free Soil party, the Anti- 
A mopoly party. and the secretive 
aerican: party, which became 
own as the Know Nothing party because 
t is what its supporters said when they 
re asked about it. The failure of these and 
' third parties to amount to much has 
ed persuade many lobbies to pursue 
aims through the candidates of the 
ain parties, though this year is un- 
having no significant third-party 
ate. The muscle of such lobbies as the 
al Rifle Association is formidable 
















































'n promises 


issues and pledges of the campaign as a 
de to future policy. Not many presidents 
ce James Polk, who served four worka- 
lic years in the White House from 1844, 


es. Many have done the opposite of what 
s expected of them. 

As a Republican campaigner in 1896 
nd McKinley's running-mate in 1900, 


srous terms. Bryan was, said Roosevelt, 
the cheapest fakir we have ever had pro- 
sed for president". Yet the Republican 
dministrations of Theodore: . Roosevelt, 
jho became president when Mek nley was 









mbered as great trust-bustet $y: 





























War was an afterthought 


yas not changed is the unreliability of - 
> fulfilled all their main political objec = 


eodore Roosevelt denounced Bryan, the M. 
tic of the robber barons, inthe most slan- 


ssassinated, and of William pir di cda i 


| ^. Collectible in '88 


The words eer back a drad. years. 
_ Since War! is now the cry, 

The smile of Progress toras to tears. 

se The helpless wonder why ? 

"fheres nothing worth rhe toll of life. 

; Before or since the flood = 

Is so-called "Honor "worth the price . 

i ANDE rivers How ise blood ? 


Who said the. world. Was ene: 

. We'd found the dawn of day, 

That educations star of hope 

With love would. find the way ? 

This war's effect on us, depends 
On what we do or say. 

Qur $reatest © shal iS self-control, 
“THE peace Shall hold full sway. 


"avc de WER WILLIAMS 





ministrations which cut the robber barons 
down to size by initiating the destruction of 
the Standard Oil and American Tobacco 
trusts. 

The slogan “He kept us out of war" did 
more than anything else to secure the re- 
election of Woodrow Wilson in 1916. Yet 


just over a month after he took the oath of 
- office on March 4 1917 America was at war 


with: Germany. The Democratic party's 


platform in 1932, the election after the 
Great Wall Street Crash of 1929, was an 
equally misleading guide to the course of fu- 


























presidents they el 





it committed 


spending, =. 

— "In 1964 TUM A was che 
^ peace candidate in an election against 
Goldwater; he then so escalated the 
Vietnam War that college campuses 
resounded with chants of “Hey, hey, 
LBJ}, how many kids have you killed 
today!" Mr Nixon, who several times 
campaigned as an. anti-Communist 







dotibus in wag an rice E controls 
Other issues surface in cam- 
paigns andare then never heard of 
again. In the 1960 election, for in- 
stance, Kennedy and Nixon slanged 
each other over their attitudes to- 
wards Quemoy and Matsu, two is- 
lands between Taiwan and China 
that Nixon said America had to com- 
mit itself to defend against the com- 
munist hordes of Red China. In the. 
1980 election a central plank in Mr 
Reagan's foreign-policy platform was 
the need to get Soviet troops out of 
Cuba. 

For some the explanation is obvi- 
ous—politicians will say anything to 
get elected. They are naive as well as 
cynical. People who have been politi- 
cal intimates of a successful candi- 
date, on the campaign trail and then 
in the White House, almost always find that 
the man elected: president takes his cam- 
paign pledges far more seriously than does 
the electorate. Presidents often feel frus- 
trated by their inability to give effect to 
their programmes. 

Voters discount a lot of what their can- 
didates promise them. They know that they 
are electing a president for four yedrs and 
that unforeseen events are going to buffet 
him this way and that. Details of the party's 
platform do not matter at all to most voters. 
They look to a campaign to give them a 
















































. rough idea of the direction in which the 
candidate wants to lead the country. They 
are as much interested in a presidential can- 


didate's character—especially in his compe- 
tence and trustworthiness—as in the poli- 
cies he stands for. 

It is presidents who are most concerned - 
about their campaign promises. Wilson was 
tortured about going to war; Roosevelt 


| o his failure to fulfil his commitment to 
- balance the budget. Domestic opposition to 


the Vietnam war stopped Johnson seeking 
re-election, and. proba piel his 
death.. When it comes to the realism and 
durability of campaign promises the voters, 
it seems, are often more worldly than the 
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Iran's exha martyrs still 


earn for Basra 







Braced for that next round 


FROM OUR LEVANT CORRESPONDENT 


EMEMBER the Gulf war? On Decem- 
ber 20th lraq claimed that it had 
driven back an attack by two Iranian bri- 
gades 125 miles north of its southern port 
of Basra, killing many of the Iranian troops 
involved in it. Nonsense, said the Iranians: 
the affair had been no more than a raid 
which had brilliantly achieved all its objec- 
tives. The truth, as usual, is liable to remain 
unknown. Whoever was right about this 
flurry of fighting, the war seems poised to 
enter one of its bloodier stages. 
Half a year has passed since the United 
. Nations Security Council called unani- 
mously for an immediate ceasefire in the 
war. Its Resolution 598, passed in July, was 
accepted by Iraq but not by Iran. The reso- 
lution continues to stimulate polite discus- 
sion among the world's diplomats. The Rus- 
sians, who have been resisting the idea of 
clamping an arms boycott on lran, now say 
they will do so—provided the West pulls its 
navies out of the Gulf and replaces them 
with some sort of UN fleet. This the West, 
puzzling how such a fleet would get its or- 
ders to shoot, declines to do. Even Mr Javier 
Perez de Cuellar, the UN's secretary-general, 
appears to have abandoned hope. He be- 
lieves there will be no further movement 
without a "fresh and resolute" impulse 
from the Security Council. 
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BAGHDAD 


The next fresh and resolute impulse 
looks more likely to come from Iran, in the 
form of another great battle on the ground. 
Last winter lran launched a series of attacks 
designed to capture the Iraqi port of Basra. 
They failed, and the Iranian forces suffered 
heavy casualties. The Iraqis consequently 
reckon, perhaps wishfully, that ordinary 
lranians are losing their appetite for the 
war. They say that lranian plans to raise ten 
new army corps have been scaled down to 
one, and that the call-up for that one has 
had to be done in stages. This week's at- 
tacks suggest that Iran will fight on. 

If the fighting develops into another big 
push, Iraq's second city still looks like the 
most enticing target for Iran, The Iraqis 
claim that they will once again be able to 
stop an offensive against Basra. But they 
sounded blithe last year as well, and for a 
week or two Basra did look perilously close 
to falling. This time they have firmer 
ground for optimism. 

Since last year's fighting, Iraq is be- 
lieved to have received supplies of a new air- 
craft, the Russian MiG-29. Unseasonably 
heavy rains have raised the level of the 
Shatt al Arab waterway, which should help 
the defenders. And the Iraqis have worked 
hard to improve their ability to reinforce 
any sector of the front that comes under at- 


tack. They have expanded their force of 
tank transporters to between 1,000 and 
1,500, and constructed an elaborate new 
road network behind the front. This should 
enable Iraq to move a whole armoured divi- 
sion between the southern and central sec- 
tors in a single night. 

The new roads have changed the strate 
gic complexion of the war in another way. 
Iraq’s great fear had been that if the Irani- 
ans fought their way across the Shart al 
Arab and reached the Basra-Baghdad high- 


way just behind the border Iraq would be — 
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cut in two. This fear was always a bit exag- ^ 


gerated: a railway line and a second major 
highway that follows the Euphrates valley 
farther west would have kept the lines of 
communication open. But now the Iraqis 
have built a new six-lane motorway (too 
new for accurate plotting on our map) that 
runs from Safwan on the Kuwaiti border 
northwards past Zubair and Nasiriyah and 
then west, parallel to the old road. 

From Nasiriyah improved roads have 
also been laid to Qurnah, Amarah and the 
front-line positions along the Tigris. Ring 
roads around Basra connect up with the 
new motorway to Nasiriyah. This means 
that even if Basra itself falls—and it has 
been heavily reinforced—the area around 
the city and the rest of the southern front 
could still be reinforced from farther north: 
the feared bisection of the country would 
not happen. 

A year ago the fall of Basra would have 
been a political catastrophe for the Iraqis. It 
is no longer certain that it would be. The 
possibility of its fall has been so much in the 
Iraqi public mind for the past couple of 








s that the impact on morale of the ac- 
event could be blunted. To be sure, 
that may be Iraqi whistling in the wind. The 
lraq is have been taking precautions against 
DBasra's capture by building new defence 
ines north of the city which run from east 
to west, and to which their army would fall 
- back if Basra collapsed. 
What if the Iranian offensive came else- 
where? The Iraqis are under pressure in the 
north from both the Iranians and their own 
. But on past experience Iraqi com- 
anders expect this fighting to fade with 
1 he onset of the hardest part of winter, even 
if raids against the prestige target of 
Sulaymaniyah, the local administrative cen- 
tre, continue. Nor do the Iraqis worry much 
about the central front. Iraq keeps some 
60% of its strength in the south, and has 
not been tempted to change its dispositions 
y Iranian forays farther north. A large Ira- 
1 advance in the centre would have to 
v rse open country where Iraq's advan- 
e in aircraft and armour could be used to 
m: imum advantage. 
The Iraqis are also sanguine about re- 
| po s that [ran is establishing supply dumps 
on the western fringe of the Faw peninsula 
or a possible thrust towards Kuwait. Any 
such attack would have to fight its way 
3 ough difficult marshy terrain where the 
Tra ragis hold well-prepared positions. Besides, 
n Iranian move on Kuwait might bring one 
Y wo useful outsiders—Egyptians per- 
or even Americans—into the war on 
the Ira side. 
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But Quito isn’t 
z paeo, alas 


RON MOUR SPECIAL CORRESPONDENT IN ECUADOR 


T IS will be the third presidential elec- 
d A tion in Ecuador since its generals gave 
> power in 1979, and already it has the 
y clamour of a Grand Prix road race— 
nc Bio as many contestants. Ten candi- 
ates and 17 parties are tuning up for a first 
ball ot at the end of January. So far the only 
clear message to emerge through the din is 
the antipathy a large number of Ecuadorans 
el towards the incumbent, President Leon 

Fe bres Cordero. 
_ As a stout friend of the International 
M Monetary Fund, Mr Febres Cordero has his 
admirers, notably i in Washington. His free- 
market policies (devaluing the currency, 
cutting subsidies, squeezing the public sec- 
also go down well enough in his Pacific 
home town of Guayaquil, where there has 
been rich trade for decades in bananas and 
cor coa. He is loved less in the dust-poor high 
sierra around Quito, the capital. The fall in 
$ Gold oil prices in 1986, and a massive 
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“Somewhere in Iraq 


FROM OUR LEVANT CORRESPONDENT 


RANIAN dissidents who are fighting 

the Khomeini regime from bases in 
lraq are changing their tactics—and the 
picture most people have of them. Last 
June the Mujaheddin-e-Khalq, or “Peo- 
ple's Warriors", who had previously op- 
erated as raggle-taggle guerrillas, set up a 
National Liberation Army on more con- 
ventional military lines. On the first visit 
by a journalist to the NLA's northern 
command headquarters inside Iraq, your 
correspondent saw the transformation 
at first hand. 

The Mujaheddin insists that it is still 
not an ordinary army. Its men receive no 
regular pay. They do not wear badges of 
rank or salute officers. They stiffen dis- 
creetly to attention and click their heels 
instead. Their uniforms are spruce, their 
boots brightly polished. Their officers 
say they decided to behave like a proper 
army to show their permanence. Al- 
though they would not give details, the 
whole organisation seems to number 
about 15,000, including many graduates 
from universities in the United States 
and Western Europe. A third are 
women. The NLA has been joined, it 
claims, by 3,000 deserters from the Kho- 
meini regime's armed forces. 

How well does this army fight? Its in- 


earthquake in March 1987, rocked the Ec- 
uadoran economy. Most people are now 
getting poorer, and do not like it. 

For the past year and a half, Mr Febres 
Cordero has barely kept his hold on power. 
His party, the Social Christians, and its al- 
lies in congress have lost their working ma- 
jority. He has never fully recovered from the 
humiliation of January 1987, when he was 
kidnapped by men from his own air force 
demanding the release from jail of General 
Frank Vargas, the leader of an unsuccessful 
coup. Ecuador's executive, legislature and 
judiciary take little notice of each other. A 
minister who was recently impeached by 
congress decided to stay in his job anyway. 
And when the executive branch disliked a 
minimum-wage law passed by congress it 
simply ignored it, printing its own ideas in- 
stead in the official gazette. 

Mercifully, perhaps, the constitution 
prevents Mr Febres Cordero from standing 
for another term of office. His mantle as the 
candidate of the Social Christians is being 
worn by Mr Sixto Duran Ballen, a grandfa- 
therly former mayor of Quito, who has been 
careful to distance himself from the hapless 
president. Ecuador's famously wobbly opin- 
ion polls put him in second place, with up 
to 1396 of the vote. Mr Rodrigo Borja of the 
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stallations look impressive. The opera- 
tions room visited by your correspon- 
dent was equipped with maps, photos 
and sand-tables. On one the position of 
every platoon of the Iranian division de- 
fending Marivan (see map on previous 
page) was said to have been precisely 
marked. Two officers who reported hav- 
ing taken part in a battle in the Piran 
Shahr area in November said they had 
brought back 301 prisoners. The NLA 
claims to hold over 800 prisoners in all. 
These soldiers or guerrillas, which- 

ever the right word for them is, clearly 
rely heavily on Iraqi logistical help, but 
like to stress their operational indepen- 
dence. Their officers boast that they 
have never asked the Iraqis for artillery 
or air support. The force’s most recent 
operations are said to have been behind 
the Iranian lines in Khuzestan, not far 
from Basra. The NLA says it tells sur- 
rounded enemy positions by loud- 
speaker that it is an Iranian "liberation" 
unit, not an Iraqi one, and calls for sur- 
render. One wonders how the suppos- 
edly surrounded Iranians react. Millions 
of their countrymen have made enor- 
mous sacrifices for the war: they may not 
forgive fellow Iranians who have helped 
to deny them victory. 





moderately left-wing Izquierda Democratica 
party is leading the field with about 20%. 
His assets include the smoothest of the 
party machines, the biggest single contin- 
gent of deputies in congress, and wide- 
spread popularity in the sierra. 

About 20% of the voters, it seems, have 





Febres Cordero: the IMF’s friend 
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not yet made up their minds, which means 
that another four candidates, each with 
about 1096 of the vote, are still in with a 
chance. They include Mr Vargas, the for- 
mer coupster. If, as seems likely, nobody 
gets an absolute majority in January, the 
two top-scorers will fight it out in a deciding 
round in April. 

Mr Febres Cordero's close links with 
the United States have become an easy tar- 
get in the campaign. So has his readiness to 
make the economic reforms asked for by the 
IMF in negotiations to reschedule payments 
on Ecuador's external debt of almost $9 bil- 
lion. Mr Borja says that he would like to 
revitalise the economy in a different way: by 
lowering interest rates, controlling foreign 
exchange and joining forces with other 
Latin American debtors in an effort to ne- 
gotiate easier repayment terms. In practice 
he would probably have to continue the 
sort of economic policy Mr Febres Cordero 
inherited from his own predecessor. 

Voting is compulsory. But many people 
say they intend to spoil their ballot papers. 
The poor, and the country's large Indian 
population, do not expect much help from 
any of the candidates. Nine of the ten con- 
tenders come from the small Ecuadoran 
middle class; none has an obviously Indian 
background. The ballot papers are awe- 
somely complicated, with 17 party slates 
and a host of public offices up for grabs. 

For all the murk, it is at least democ- 
racy, and a reasonably stable one at that. 
Despite his political woes, Mr Febres 
Cordero has presided over a sensible eco- 
nomic policy. Unlike neighbouring Colom- 
bia and Peru, Ecuador has little terrorism, 
drug-traficking or urban hooliganism. On 
the floor of congress, admittedly, fistfights 
do happen; in 1985 there was even a shoot- 
out on the building's steps. But although 
Ecuador's generals are taking a lively inter- 
est in the race, they show understandably 
little interest in taking back political power. 
Ecuador was one of the first Latin American 
countries to return to democracy. It will 
probably not be the first to leave it. 





South Africa 


Year of the noose 


FROM OUR SOUTH AFRICA CORRESPONDENT 


N 1987 South Africa's hangmen had a 
busier year than usual. By Christmas 
they had hanged 164 men, nearly all of 
them black: at one point towards the end 21 
hangings had to be compressed into three 
days. Even before this, the annual total had 
climbed higher than in any year since the 
Act of Union in 1910. 
In 1910 21 people were executed in 
South Africa. By the mid-1960s the annual 
toll had reached an average of 70. After a 
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INTERNATIONAL 


ROUBLES do not come singly in the Middle East. The rioting in t! 


pied West Bank and Gaza Strip has rattled on longer than probably 


rioters expected. By December 21st the death toll from a fortnight 


climbed to at least 19, most of them young Arabs killed by Israeli arm 
drenching the Gaza Strip with reinforcements, the Israeli government hi 
quench the source of the conflagration. Instead, che fire spread 

On December 19th it reached for the first time out of the West Ba: 





Strip and into lerusalem, where Arab schoolchildren burned tyres, stoned p 


and broke shop windows. On December 21st the troubles spilled int: 


Most of the 750,000 Israeli Arabs observed a one-day strike in sympathy 


Palestinians in the occupied territories. Some threw stones in 
Tel Aviv, and blocked a main road from Tel Aviv to Afula. The t 
tions in the Israeli town of Nazareth, and the Lebanese ones of | vre and 


re 


Kuwaitis observed a minute of silence in support of the Palestinians 
marched through Cairo. On December 21st gunmen of Hezbollal 


spired "Party of God", launched a raid on the narrow "security zone” wh 


i side of the border with 


its Lebanese allies maintain on the northern 
called the attack "a gift to the Palestinians”. 


Britain and America have expressed concern at the violence. Egypt 


country that recognises Israel, has delivered a string of prote 
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measures", it said, “threaten the march of peace . The Israelis ar: 
December 22nd they promised tougher measures against the rioters 
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brief dip in the early 1970s it climbed to 90 
in 1979 and to 137 in 1985. The 1987 
record attracted little attention. Decem- 
ber's hanging of 21 men on three successive 
days occupied three brief sentences in the 
biggest daily newspaper. 

The death penalty has never attracted 
much controversy among white South Afri- 
cans. The white parliament declined to vote 
on a call for its abolition in 1969. Of the 164 
men hanged in 1987, only nine were white. 
But in executions, if in little else, there have 
lately been faint signs of a shift towards col- 
our-blindness. It was the boast of one for- 
mer minister of justice in South Africa that 
no black man sentenced to death for raping 
a white woman had ever escaped the noose. 
Yet two of the white youths executed in 
1987 were hanged for raping and murdering 
black women. No whites had previously 
been hanged for raping a black. 


South Africa's hangings excite more 
controversy when politics are involved. The 
appeal court in December confirmed the 
death sentences imposed by a lower court 
on the "Sharpeville Six", five men and a 
woman convicted for their part in the mur- 
der by a mob of Khuzwayo Dlamini, a black 
town councillor, at the start of the black 
township rebellion in September 1984. A 
campaign to save the lives of the six has 
been launched, and western embassies have 
asked President Botha to show clemency. 

Campaigners for the six argue that the 
killing was not an ordinary murder but the 
product of the political turmoil of the black 
townships. "Were it not for apartheid," 
complained the United Democratic Front, 
one of the main  anti-apartheid 
organisations, "the six South Africans 
would not now be sitting on death row." 
There are precedents for reprieving politi- 
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cal prisoners. A Nazi spy, Robey Leibrant, 
was sentenced to death during the second 
world war but never executed. Freeing him 
was one of the National party's first. acts 
when it won power in 1948. “If blood is 
spilled we make the future difficult," said 
the party leader, Daniel Malan. 

This precept has not been followed in 
1987. Six out of the 44 people condemned 
to death for the murder of “collaborators” 
during the black township riots of 1985 and 
1986 have already been hanged. The gov- 
ernment has given no hint of wanting to 
treat the Sharpeville Six any differently. If 
Teresa Ramashomola, a 24-year-old wait- 
ress, is hanged along with the five male pris- 
oners, she will become the country's first 
woman to die for what many black South 
Africans see as an act that should not be 
punished by execution. 





Oil on troubled Yemens 


OR a small country with no money, 
North Yemen has always attracted a 


lot of interest. Its position at the mouth of 


the Red Sea, and the largest population 
on the Arabian peninsula, give it undeni- 
able nuisance value. Now it has oil, too: 
not enough to make it rich, but enough to 
alter the local balance of power. 

When President Ali Abdullah Saleh 
opened two oil taps on December 9th, he 
started a trickle of exports that is expected 
to become a respectable flow of 200,000 
barrels a day in 1988, about the same as 
some of the smaller OPEC producers. This 
should earn the country about $600m a 
year— barely enough to offset the large de- 
cline in remittances from Yemenis work- 
ing abroad. Because the oil money, unlike 
the remittances, will come into the gov- 
ernment's hands, it will nevertheless help 
the country to invest in the sort of infra- 
structure it needs. 

Until now the Gulf oil boom has been 
a mixed blessing for Yemenis. Most of the 
foreign exchange earned by Yemeni oil 
workers elsewhere in the Gulf has come 
home in the form of consumer goods. It 
has created an appetite for expensive im- 
ports, driven up agricultural wages and 
thereby (since the green Yemeni moun- 
tains contain some of the richest land on 
the peninsula) squeezed the part of the 
economy with most long-term promise. 

What President Saleh does not say is 
that the oil revenues will also help him to 
buy off the well-armed tribes in the north 
and south of the country, which the cen- 
tral government has never fully con- 
trolled. Bribing these tribes is an old game 
played by anyone wanting leverage in 
North Yemen. Saudi Arabia has not been 
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above joining in, although it also gives 
prodigious aid to North Yemen’s govern- 
ment, which it sees as a bulwark against 
communist South Yemen. 

The Russians play the same game back- 
wards: they chiefly support the South, but 
also arm the North. In 1979 they sold it 
$600m-worth of weapons on credit, and 
in 1984 they renewed their friendship 
treaty with it. They fear the finding of oil 
may increase western influence in North 
Yemen: some Arabs accuse the Russians 
of going slow on the development of 
South Yemen's oil production (now run- 
ning at 10,000 barrels a day) for fear that a 
rich South might be too independent. 

The North calls itself the Yemen Arab 
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When Yemen courted the king of the Jews 





Republic, because it does not consider the 
South a separate country. South Yemen, | 
officially the People's Democratic Repub- | 
lic, feels the same about the North. The | 
two Yemens, which have fought three | 
times in the past [5 years and still support | 
rebels dedicated to each other's over- 
throw, both have ministers for unity. 
Their leaders met to make them one in | 
July, and failed as usual. 

The Saudis would like the unity idea to 
fade away. But all Yemenis enjoy keeping 
the far richer Saudis on their toes. After 
all, Yemen was not always a poor relation. 
Under the Queen of Sheba 3,000 years 
ago it flourished on exports of frankin- 
cense, and on the rich caravan and sea 
trade between Asia, Africa and the Medi- 
terranean. The Saudis have money now. 
Then they were merely bedouin. 
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East is east and west Is west, 
and what is in the middle? 


OR 40 years Central Europe has been 

struck from the record. The phrase con- 
jured up a set of international relations, al- 
most an attitude to life, that was first dis- 
credited by Hitler’s rise to power and then 
destroyed in the war he started. Since 1945 
there have been just Western and Eastern 
Europe. Now the forgotten middle is being 
rediscovered. Books are being written about 
Mitteleuropa, conferences and exhibitions 
devoted to it, institutes set up to study it. Iris 
even taking a political shape, consciously 
vague and underplayed. 

Some people do not believe that 
Mitteleuropa really exists, other than in the 
dreams of East Europeans who do not like 
the eastward-tilted political reality they live 
in. Peter Handke, a German playwright, dis- 
misses it as a “meteorological term". Milan 
Kundera, a Czech novelist living in exile in 
the West, is a passionate believer but sees it 
as "a culture and a destiny" rather than a 
real place. Geographical definition causes 
endless argument. For some, Central Eu- 
rope is East Germany, Poland, Czechoslo- 
vakia and Austria. For others, the definition 
must be widened to include Hungary and 
the Yugoslav republics of Croatia and Slove- 
nia. Northern ltaly, some say, has more 
claim to being in Mitteleuropa than Ger- 
many or Poland. 

Professor Alexander Geysztor, a 
prominent Polish art historian, side- 
steps geography by saying that 
Mitteleuropa is where the sign 
C+M+B (Caspar + Melchior + 
Balthasar) chalked on house doors 
tells you that the house has been 
blessed by a priest for the new year; 
where bunches of flowers always com- 
posed of uneven numbers of stems are 
given to a lady; and where people 
wrap themselves in bed with duvets. 
Reflect a moment and you realise that 
this roughly takes in the predomi- 
nantly Catholic lands of the old Habs- 
burg empire. 

The peoples of Mitteleuropa have 
had an unsettling history for most of 
this century, ever since the break-up 
of the three great European em- 
pires—Russian, Prussian and Austro- 
Hungarian—after the first world war. 
Sopa: of aging ^ai s inhabit- 
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5 Burgenland 
6 Carinthia 


ants, notably the Jews, have been virtually 
wiped out. Whole populations had to flee 
from areas where they had lived for centu- 
ries. Early hopes that communism would 
bring a new grandeur have now evaporated. 
All this has stimulated attempts to reinvent 
the Habsburg past as an escape from what 
followed it. 

The revival of interest in Mitteleuropa is 
in part collective nostalgia for the “good old 
days” before 1914. Nostalgia is rife, even in 
places such as Bohemia and Hungary that 
used to be staunchly anti-Habsburg; for the 
past three years dissidents in Prague have 
been publishing an underground journal 
called Stredni Europa (Czech for “Central 
Europe"). But more than mere nostalgia is 
behind Mitteleuropa mania. Links between 
Austria and Hungary are said to be more 
whole-hearted now than at the end of the 
Austro-Hungarian monarchy (see box on 
next page) And a curious organisation 
called Alpe-Adria has been gaining in 
strength since it was cautiously launched in 
Venice in 1978. 

Alpe-Adria's members are states and 
provinces from both sides of the East-West 
divide, as well as from neutral Austria and 
Yugoslavia. Its full members are Burgenland, 
Carinthia, Styria and Upper Austria (all in 
Austria); Croatia and Slovenia (both Yugo- 


From Empire to Alpe-Adria 


Regions of Alpe-Adria 


HUNGARY 
7 Gyàr-Sopron 


13 
8 Vas 14 Croatia 


ITALY 

9 Trentino-Alto Adige 
10 Lombardy 

11 Veneto 

12 Friuli-Venezia Giulia 
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Franz Josef strides back 


slav republics); and Friuli-Venezia Giulia, 
Trentino-Alto Adige and Veneto (Italy). As- — - 
sociate members are Austrias Salzburg, 
Hungary's two western regions of Gyór-Sop- | 
ron and Vas, Italy's Lombardy and the West - 
German state of Bavaria. Bosnia- 
Hercegovina in Yugoslavia is said to be in- 
terested in joining this informal body, whose | 
members cover an area bigger than West | 
Germany and have 37m people. 1 
The heads of government of the mem- 
ber-regions take it in turn every two years 
preside over the group. The organisation's - 
aim is to promote various sorts of co-opera- _ 
tion in the Alpe-Adria area: better transport — 
links, common measures against pollution, 
the promotion of tourism, culture and sport. 
In October, the Alpe-Adria lead- — 
ers met in Bled, in Slovenia, to talk 
about the threat to the area’s forests 
from pollution. A few days later a — 
group of 70 intellectuals met in a Slo 
vene monastery to discuss Central Eu- 
rope's soul. In December, artists held 
a similar meeting in Graz, the capital —' 
of Styria. More down-to-earth mat- 
ters are also discussed under Alpe- 
Adria's umbrella. Three of its mem- 
bers— Carinthia, Slovenia and Friuli- - 
Venezia Giulia—join to promote 
winter sports. A project to build a ca- 
nal linking Ljubljana in Slovenia with — 
Trieste on the Adriatic is under — 
consideration. p: 
For those on the eastern side o 
Europe's post-1945 divide, belonging 
to Alpe-Adria may seem a step, how- 
ever small and symbolic, towards re- 
joining the rest of Europe. For those — 
on the western side the motives are 
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. more practical. Trieste was once the main 
port of the Austrian empire, but since its in- 
E ‘corporation into Italy at the end of the first 

- world war it has lost its importance. It gets 
irritated by the heavy-handed bureaucracy 

-. of faraway Rome, and welcomes a chance to 

show some independence through co-opera- 
tion with like-minded neighbours. Austria's 
E Carinthia and Styria have watched with 
. alarm an accelerating movement of popula- 

— «ion and economic activity away from the 

Bo E "dead" eastern side to its "live" 

— western one next to Switzerland and West 

- (Germany. Alpe-Adria, these Austrians 
- hope, could help to redress the balance. 

3 Members of Alpe-Adria have had to be 

. discreet. They must avoid offending their 

. national governments, or giving outsiders 

E the impression that restoration of the old 

burg empire is afoot. Criticism has be- 

is The Polish party newspaper Trybuna 
€ 





has attacked “the myth of 
Mitteleuropa" . Attacks have also come from 
Czechoslovakia. In October, after the Alpe- 
meeting in Bled, the Belgrade maga- 
ne Duga published a harsh article on the 
“organisation under the ironic title “The 
‘Charms of Yodelling Together". The Ser- 
- bian Orthodox church paper Pravoslavlje 
suggested that Serbs and their neighbours 
‘should turn their backs on Mitteleuropa 
and form a Balkan federation. 
__ Those who dream of some new Central 
European confederation by the year 2000 
are sure to be disappointed. But if ever the 
-post-1945 division of Europe looks like com- 
‘ing to an end, Alpe-Adria is ready and 





- Czechoslovakia 


-Husaked 


^ "ROM OUR CENTRAL EUROPE CORRESPONDENT 


à T MAY have been the first big thing that 

1 has happened to their country since So- 

tanks crushed the Prague Spring in 

but Czechoslovaks do not seem to 

it is all that big. When Mr Gustav 

—the man who took over from the 

tanks the job of crushing reform in Czecho- 

F slovakia—handed over the leadership of 

1e Communist party on December 17th to 

- Mr Milos Jakes, the reaction of most people 

4 in Prague can be summed up as a baffled 
furrowing of the brows. 

- 3 At 65, Mr Jakes is ten years younger 

- than Mr Husak, but does not exactly have a 

reputation for fresh ideas. Czechoslovaks 

- sd hoping that things will one day change 

|. in their benighted country are now banking 

on Mr Jakes's apparent ability to get on well 

with the reforming Soviet party leader, Mr 

4 Mikhail Gorbachev. In 1980 Mr Jakes ac- 

. companied Mr Gorbachev, then boss of So- 


viet agriculture, to Slusovice in southern 
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Travelling is good for the teeth 


FROM A CORRESPONDENT IN VIENNA 


UNGARY'S recent announcement 

that many restrictions on foreign 
travel are to be lifted from the beginning 
of 1988 is sure to expand the already vig- 
orous cross-border traffic between Aus- 
tria and Hungary. For some time neither 
country has required visas on the com- 
mon border, and Hungarians have been 
limited only by lack of hard currency. 
Some 2.5m Austrians visit Hungary 
each year, and almost 400,000 Hungar- 
ians cross into Austria. 

Hungary, like other East European 
countries, has a non-convertible cur- 
rency. Although it is illegal to take them 
into Hungary, Hungarian forints may be 
freely purchased in Austrian banks. Re- 
cently, as the disparity between the offi- 
cial rate in Hungary and that available in 
Austrian banks has widened, Austrians 
have been buying forints at home and 
spending them in Hungary, thereby add- 
ing to Hungary's economic woes. The 
likelihood of being caught at the frontier 
with a pocketful of forints is remote, 
given the volume of cross-border traffic. 





Moravia, the most successfully innovative 
farm co-operative in Czechoslovakia. Over 
the past two years Mr Jakes has made fre- 
quent trips to Moscow and has been paying 
at least lip-service to perestroika, Mr 
Gorbachev's attempt to reorganise Russia's 
economy. 

Being on chummy terms with Mr 
Gorbachev is not enough, however, to en- 
able him to shake Czechoslovakia out of its 
post-1968 inertia. Mr Jakes knows why. As 
chairman of the auditing and control com- 
mission from 1968 to 1977, he supervised 
the expulsion of half a million people from 
the country's Communist party. He under- 
stands the party well enough to expect 
fierce resistance to change from the regional 
party secretaries who have made their com- 
fortable careers out of 20 years of heavy- 
handed conservatism. 

Yet, if the economy is to be got moving 
again, changes there have to be in both the 
party and industrial management. Most or- 
dinary Czechoslovaks would welcome the 
chance of putting some life back into their 
country, if only the bureaucrats and 
change-blockers can be swept aside. The 
best practical hope is that Mr Jakes will be 
for Czechoslovakia what Yuri Andropov 
was for Russia in the early 1980s, after 
Brezhnev's. death: an interim man who at 
least started opening some of the right 
doors. Andropov introduced no radically 
new ideas but attacked corruption, got rid 
of some dead wood and encouraged a num- 
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A day or two in Hungary can be ridic- 
ulously cheap for the Austrian visitor. A 
simple room in private accommodation 
can cost as little as 100 schillings ($9) for 
two. A good three-course meal with 
plenty of wine costs around 60 schil- 
lings. Complicated dental operations 
which would cost $750 in Vienna can be 
had for less than half that in Budapest 
and in border towns, particularly if pay- 
ment is made in schillings or dollars. 

The Habsburg heritage binds the two 
countries across the ideological divide. 
Villages on either side of the border 
hold joint feast days. Cross-border foot- 
ball matches are common. The manager 
of one village team in Austria's Burgen- 
land explains that he pays the regional 
Hungarian football authority 60,000 
schillings for the right to select certain 
Hungarian players. The Austrian team 
can then bring talented Hungarians 
across for the match day. Asked whether 
that isn't rather a lot for small clubs to 
pay, the manager says, "Well, they score 
most of the winning goals.” 


ber of younger men who had the energy for 
more far-reaching reform: among them, Mr 
Gorbachev. 

Even this hope, however, has to be 
tempered.The only man who has tried to 
open doors in Czechoslovakia since 1968 is 
the current prime minister, Mr Lubomir 
Strougal. Mr Strougal was another candi- 
date for the succession to Mr Husak; but he 
was considered too impatient by the Polit- 
buro, and probably by the comrades in 
Moscow too. The Russians, it is said, did 
not approve of Mr Strougal's taste for villas 
and women, which contrasts with Mr 
Jakes's more frugal habits. 

Mr Jakes has to win back support from 
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the intellectuals he sent to become the stok- 
ers and nightwatchmen of Prague. More 
generally, he needs to win the goodwill of a 
people which has retreated into its own in- 
tensely private world. Only if he can achieve 
those things is he likely to be able to get 
Czechoslovakia’s economy out of the im- 
mobility that has set in since 1968. 

One part of the country, at least, will 
have mixed feelings about Mr Husak's go- 
ing. As a Slovak, the former party boss 
pumped money and investments (badly 
managed though they were) into his native 
region. He also brought thousands of Slo- 
vaks, still looked down on by most Czechs 
as poor relations, into the Prague 
bureaucracy. 

Whereas Czech culture was all but de- 
stroyed in the name of ideological ortho- 
doxy, Slovak writers in Mr Husak's time en- 
joyed a little more room to express 
themselves. Now the two top jobs—party 
secretary and prime minister—are both in 
Czech hands. It is small consolation that Mr 
Husak is staying on in the ceremonial post 
of president. 





Italy 


Not dead yet 


FROM OUR ROME CORRESPONDENT 


IOVANNI FALCONE, an investigat- 

ing judge in Palermo, has lived like a 
prisoner in his own home for the past six 
years. He rides to work under armed escort 
in a bullet-proof car. His office is protected 
by steel doors and plated windows. During 
those years, five fellow-magistrates and 
close to a score of police officers have been 
murdered. Mr Falcone masterminded the 
22-month-long trial in Palermo of the lead- 
ers and soldiery of the Sicilian Mafia. He 
has some cause for satisfaction with the ver- 
dict on December 16th: a total of 2,665 
years of jail, including 19 life sentences. 

No one, certainly not Mr Falcone, be- 
lieves the Mafia is now done for. A recent 
report by the American FBI puts payments 
currently made by American drug-runners 
to Sicilian suppliers at $11m a month. In 
Italy, public-works contracts provide the 
Mafia with a dependable source of income, 
thanks to political links which no trial has 
yet severed. The Mafia still controls much 
of the money the government pours into 
Sicily in its effort to fight the very unem- 
ployment and poverty on which the Mafia 
thrives. 

The trial of 450 alleged Mafia members, 
of whom 119 were acquitted, put lawyers, 
judges and jury under enormous strain. 
Two more trials, of 80 and 124 alleged Mafi- 
osi, are now under way in the same bunker- 
like courthouse attached to Palermo's old 
fortress prison. A fourth trial, of 248 defen- 


THE ECONOMIST DECEMBER 26 1987 





Mate, comrade 











UST when everybody was beginning 
to doze off, the world chess champion- 
| - ship in Seville finished with a zap and 
a counter-zap worthy of the knock-out 
blow at the end of a long boxing match. 
Until December 17th, Gary Kasparov 
had been contentedly playing out boring 
| draws with his challenger (and predeces- 
sor as champion), Anatoly Karpov, 
| knowing that he would stay champion if 
the scores stayed level. Then Mr Karpov 
set the match alight by winning the 23rd 
of the 24 games, forcing Mr Kasparov to 
win the last one to keep his title. Mr 
Kasparov did so in his most convincing 
style. He now has no need to defend his 
championship again until 1990. 
This being chess, politics have played 
almost as big a part in the contest as the 
| two Soviet grandmasters. The 24-year- 
old Mr Kasparov projects openness and 
































even rebelliousness against authority. 
His supporters in the West say he is more 
in tune with Mr Gorbachev's new Russia 
than his brilliant but dour 36-year-old ri- 
val. At the end of the match, Mr 
Kasparov spoke to journalists about 
glasnost, perestroika and shaking up 
chess's ruling international body, FIDE; 
Mr Karpov did not give a press confer- 
ence at all. 

The two men have never been on 
good terms. Their first championship 
match, in Moscow in 1984, was stopped 
after 5? months and 48 games by FiDE's 
Philippine president, Mr Florencio 
Campomanes, when it seemed that Mr 
| Kasparov might be gaining the upper 
hand. After a rule-change limiting con- 
tests to 24 games in 10 weeks, Mr 
Kasparov beat Mr Karpov in 1985, and 
again in 1986. Since they are way ahead 


dants, is expected to open in 1988. Italians 
owe a great deal to the small group of dedi- 
cated Palermo magistrates whose efforts en- 
abled the state to bring the Mafia to book. 
But it is these men who are sounding the 
clearest warnings that the fight against the 
Mafia is far from over. 

Mr Falcone maintains that the Mafia 
was, and probably still is, governed by a 
shadowy “commission” whose members are 
collectively responsible for murders and for 
drug-trafficking. His view was vindicated by 
the court. It is based on information from a 
"repentant" Mafioso, Tommaso Buscetta, 
whose confessions brought over 300 arrests 
in Italy alone. Mr Buscetta received a three- 
and-a-half-year sentence and is currently liv- 
ing as a protected witness in the United 
States, where his testimony has secured nu- 
merous convictions in parallel trials of 





of other international grandmasters, 
there is every chance of another meeting 
between them in 1990. 

Mr Kasparov will no doubt continue 
his campaign against both FIDE and Mr 
Campomanes. What he should be seek- 
ing is another change in the rules, which 
are absurdly loaded in favour of an exist- 
ing champion. At present, he waits for 
three years while his rivals fight through 
candidates’ tournaments for the right to | 
challenge him. If this challenge match 1 
ends in a draw he keeps his title. It would 
be fairer and more exciting—and so 
stimulate wider interest in the game—if 
champions themselves had to fight 
through qualifying rounds, as they do in 
nearly all other sports. Will Mr Kasparov 
support that? 


American Cosa Nostra families. 

Mr Falcone now hopes for police re 
inforcements, which he says are essential to^ 
meet the challenge of a new generation of 
Mafia leaders. These men may already have 
taken the place of older Mafiosi now in jail, 
such as Michele Greco, known as “the 
pope” and a one-time leader of the "come 
mission”, who received a life sentence. 

The huge profits that put Mafia families 
at war with each other derive largely from 
the Sicilian Mafia's control of the heroin 
trade with America. Tracing the channels 
through which Mafia money flows is the 
best way to fight the gangs, say Sicilian mage 
istrates. But the web has become increas 
ingly unravellable. 

Dollar bills no longer travel from Amer 7 
ica to Sicily in suitcases. American d | 
payments are settled through internationa 
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banking operations behind a screen of 
dummy companies operating out of off- 
shore tax-havens. The money is reinvested 
in legitimate businesses, in Sicily and the 
rest of Italy. Investigators have depended 
heavily on collaboration with American 
law-enforcement agencies for their most re- 
cent finds. Some of the warmest congratula- 
tions received by Mr Falcone and his team 
after the verdict were signed by American 
justice-department officers in Washington 
and New York, praising the Italians for a 
"great victory". 





West Germany 
Heim 
FROM A SPECIAL CORRESPONDENT IN LOWER SAXONY 


ILE Soviet Jews and Tartars were 
still demanding the right to return to 
their ancestral homelands, another Soviet 
minority was busy packing in 1987. At least 
12,500 ethnic Germans have arrived in 
West Germany from the Soviet Union over 
the past 12 months. The previous year only 
153 were allowed to emigrate. “It was all a 
big surprise," says Mr Mathias Marquardt, 
the head of the bursting Friedland recep- 
tion camp in Lower Saxony, through which 
the arrivals must pass. “Our main problem 
is finding everyone a bed." 

Many of these Soviet Germans are the 
descendants of settlers invited to Russia by 
Catherine the Great. Over the years they 
built prosperous communities, especially in 
the Volga area. In the 1920s the Volga Ger- 
mans even had their own autonomous re- 
public. Perhaps Lenin looked favourably on 
these people—his own mother came of Rus- 
sian German stock. 

Hitler's war was a disaster for these old 
communities. The Red Army transported 
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800,000 Sovier Germans to Soviet Central 
Asia and elsewhere; many were sent to la- 
bour camps. The Wehrmacht moved hun- 
dreds of thousands of them too, first to Po- 
land, then back to the Reich. In 1945 Soviet 
troops found 200,000 of these, whom they 
promptly denounced as “traitors to the so- 
cialist homeland” and sent back to Russia. 

After Stalin's death those in labour 
camps were gradually released. They were 
told to join the rest of their people in Soviet 
Central Asia, mainly in Kazakhstan. Return 
to Germany was expressly forbidden. Today 
more than half of the 2m or so Soviet Ger- 
mans still live in Kazakhstan, and more 
than half of them still declare German to be 
their mother-tongue. 

For these ethnic Germans, guilty by 
association of the second world war in many 
Russians’ eyes, the years since 1945 have 
been tough. Many turned their eyes to- 
wards West Germany, and the promise of a 
freer, wealthier life. Those with relatives in 
West Germany stood a chance of getting 
out, but most applications were turned 
down. Today, the word among Soviet Ger- 
mans is that “the good weather may not 
last", so now is the time to go. Nobody 
knows how many would like to leave; esti- 
mates vary from 80,000 to 300,000. 

West German officials attribute the 
present opening of the gates to Mr Mikhail 
Gorbachev's desire to go down well in the 
West, and to the good state of East-West re- 
lations in general and Soviet-West German 
ones in particular. They also point out that 
the number of emigrants coming from the 
communist half of Europe (excluding East 
Germany) in 1987 has jumped to 70,000, 
the highest figure for 30 years. 

The biggest increase is in the number of 
ethnic Germans arriving from Poland. In 
1986, 27,188 came; over the past year more 
than 40,000 have arrived. Up to Im may be 
eligible to come, although it is hard to be 
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precise about the numbers because one 
provable German grandparent is enough 
for an entry permit. Unlike Soviet Ger- 
mans, 8096 of those coming from Poland do 
not bother to wait for official permission to 
leave; they simply say they are going on holi- 
day, hop in their Polski Fiats and drive 
straight to Friedland. 

Ethnic Germans have also been arriv- 
ing from Romania, but in numbers (about 
12,000 in 1987) that have not changed 
much from year to year. The West German 
foreign minister, Mr Hans-Dietrich 
Genscher, thinks more should be let out, 
and on December 17th annoyed his Roma- 
nian counterpart, Mr loan Totu, by telling 
him so when they met in Bucharest. Roma- 
nia still has some 280,000 people who are 
eligible to come to West Germany. The 
Bonn government pays Romania cash— 
about DM8,000 ($5,000), it is said—for 
each German allowed out. 

How will all these new arrivals fare in 
West Germany? Many will have problems. 
Adults find it difficult to adjust to a new 
style of work (if they can find it) and to a less 
protective state. Their children often arrive 
speaking little or no German, and tend to 
stick together, making few friends with “‘lo- 
cal" Germans. Life in the West is not as easy 
as most of the ethnic Germans imagined. 
But judging from the numbers still wanting 
to come, it is preferable by far to life in the 
East. 





Spain 


More glasnost, 
please 


FROM OUR SPAIN CORRESPONDENT 


OOL unconcern is Mr Felipe Gonza- 

lez's reaction to the mutterings audible 
in his Socialist party. Opinion polls tell the 
Spanish prime minister he is still the most 
popular politician in the country. The 
grumblers still insist the boss has become 
complacent. They would like, as one of 
them puts it, to "give the party a voice of its 
own" after five years of obedient nodding at 
government decisions. 

The Socialists' congress in January will 
show whether the complainers have the 
strength to bring about any real change in 
the way the party works. The most influen- 
tial among them are a handful of mayors 
and regional premiers who blame the cen- 
tral government for their setback in June's 
local elections. They include the premier of 
the Madrid region, Mr Joaquin Leguina, 
and the capital's mayor, Mr Juan Barranco. 
Mr Leguina controls the powerful Madrid 
party branch and has good ties with Social 
ist leaders in other regions. These local lead- 
ers have the backing of a number of Social- 
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have known government life from 
the ‘inside. Prominent among these are Mr 
Julian Campo, a former minister for public 
works, and Mr Mario Trinidad, a former ju- 
nior minister of culture. 

Two more groups of dissenters seem to 
be fighting last generation’s ideological bat- 
tles. Izquierda Socialista (“Socialist Left”) is 
a small, embittered faction which has not 
forgiven Mr Gonzalez for dropping Marx- 
. ism back in 1979. More important are the 
party members close to the Socialist-con- 
trolled trade union federation, the UGT, 
who still believe that socialism is about the 
working class and its struggle for more jobs, 
better pay and shorter working hours. They 
are furious at the government's refusal to be 
more generous to public-sector workers in 
this winter's pay bargaining. But the deci- 
sion. of the UGT’s leader, Mr Nicolas Re- 
7 dondo, protest by resigning from kad 





Politics 
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. lhe year was dominated by the row over 
|. how much cash member-governments will 
~~ pay into the Community kitty in future. 


|: Without an agreement either to cut | 


spending or increase contributions, or 
- both, the eec will go broke. Despite two 
summits, in June and December, little 
progress was made on the four main is- 
sues. These are: how firmly to hold down 
farm spending (at present two-thirds of 





^ EEC's poorer regions; how to calculate the 

duémbérs' contributions to the budget; 
||. and whether Britain should keep on get- 
. ting a rebate of about two-thirds of what it 
pays. in. 





|. In July, the Single European Act. came 
.| into force, the first modest reform of the 
Rome treaty. Ámong the changes are 
rules to simplify decision-taking, although 
| these did not help sort out the budget 
]| mess. The Rome treaty was 30 years old in 
4) March, but it was decided to let the event 
p. slip by without ceremony. 








l Membership 
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| Turkey and Morocco wu to join the 

Community. Turkey's application is be- 
. ing vetted. Morocco’s was gently turned 

down. Membership of the Community is 
open to all European states. Turkey is 
| considered a legitimate candidate because 
| ithasatoehold in Europe. But the EEC will 
ree to open formal membership negoti- 
ions only when it feels Turkey's econ- 
nd politics are compatible with 
of the Community. 








li 2 the budget); how much to spend on the. 
place 


ment ed staying away fun the January 


congress has left his supporters inside the 
party in disarray. - 

Members of all the dissident factions 
complain that the government has come to 
expect blind obedience from the party. 
"The government's actions need not be- 
come party policy," says Mr Trinidad, who 


would like to revive the Socialists' etedition 


of internal debate. He has proposed that 
the party's executive committee should rep- 
resent a wider cross-section of opinion. But 


even if Mr Gonzalez agrees to this at the 
January congress, it does not follow that he 


will pay greater attention to the new com- 
mittee than he does to his present, docile 
team. 

While the dissenters generally agree 
that the economy is improving, they believe 
it is doing so for too few Spaniards. Mr 


Leguina recalls that Spain still has pockets 


People 
Lord Plumb, head of the European Parlia 
'ment's Conservative group, was elected as 
the first-ever British president of the par- 
liament. He replaced Mr Pierre Pflimlin, a 
French conservative. In another Anglo- 
French succession, Mr David Williamson, 
formerly Mrs Thatcher's adviser on Euro- 
pean affairs, took over from Mr Emile 
Noël as head of the EEC's civil services. 





One German succeeded another when Mr . 





Peter Schmidhuber was appointed to re- 
Mir Alois Pfeiffer, the commission 
member in charge of economic and re- 
gional affairs, who died on August Ist. 
Trade and industry 
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Much was said about clearing the obsta- 

cles in the way of the Community's goal of 
an internal-frontier-free market by 1992. 
Little was done, although in December i it 
was decided to begin liberalising air 


and opening routes to more competition. 





The EEC sharpened its favourite weapon 
Vine. Japanese exports—its anti-dump- 
ing rules. These impose penal import du- 
ties if the European Commission finds ev- 
idence that Japanese firms are selling at 
below cost on the EEC market. Anti- 
dumping duties now apply to components 


as well as finished products. Some Japa- —— 


nese exporters had been getting round pe- 
nal duties on finished products by export- 
ing them in kits to be assembled inside the 
EEC. . 


The ^ vela: concluded a customs union 
with Cyprus, the first of its kind between 
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of underdevelopment and need: 
cient social services to become 
nomically stronger and a socia 
country”. An influential Catalan. 
Mr Joaquin Nadal, believes that or 
trying to achieve this is to allot more 
to regional administrations and c 
cils (he himself is mayor of Gerona, 
Catalan town). Central control c 
vices has proved inefficient, he 

The would-be reformers w 
the party, but not too hard. T 


decisions. They aon Mr Gon 
to expect him to chat ge 
abruptly. If the prime & 
keep his party happy, he wil 
a leader who is prepared to list 
ary s congress. 


the Community and an outside 
All remaining EEC duties and « 
imports from Cyprus will < 


1997. 
Finance 
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After a minor revaluation of th 
and Benelux currencies in Januar 
members of the European Monet: 
tem passed the year within their 
margins, despite the slide of the doll: 










The e European i Investment Bank, 
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estimated cost of the project. 
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At the Copenhagen summit the C 
nitys leaders congratulated ti 
that it had halved its butter : 
during 1987. This was achieved: 
cally giving the stuff away to Rus: 
took 700,000 tonnes of the 1.4 
butterberg. Presumably to p 
Russians with enough bread on w 
spread all this butter, the Comm 
sharply increased its sales. of s 
surplus wheat. In the past 18 
Russia has bought 9m tonnes o 
third of EEC exports. 
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> hase Manh attan Capital Markets Corporation. : 
acted as financial advisor to PLDT and Pt ilCom and assisted 
inthe negotiation of credit facilities totaling 
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No place like home 


N AND around central London, some 

8,500 families now live in council-found 
single rooms in cheap hotels. Most have un- 
employed fathers, or a single mother. Many 
are Bangladeshi or Irish or black. They are 
luckier than the teenagers (see box) who 
sleep in cardboard boxes on London's em- 
bankment. Bur, like them, they can expect 
little help from the government's new hous- 
ing legislation. 

The families in bed-and-breakfasts—in 
September there were 11,250 of them in En- 
gland as a whole—are there because local 
councils have a legal obligation to house 
them, but not enough homes in which to ac- 
commodate them. So the councils put them 
up in decrepit hotels, which charge high 





BOUT 50,000 unemployed teenagers 
are now homeless in London. Once, 
they would have stayed in bed-and-break- 
fast lodgings, their rents met from welfare 
benefits. Then, in 1985, the government 
tightened its social security regulations. Its 
aim was to force teenagers to return to 
their parental homes. Few have done so. 
The new rules say that the maximum a 
young unemployed single person can now 
claim in welfare for bed-and-breakfast ac- 
commodation is £7 a night. According to 
a survey carried out by Shelter, only 15 
hotels in central London charge less than 
that. So youngsters dip into the social-se- 
curity money meant to be used for food, 
travel and other expenses, and often end 
up with less than £10 a week for those 
bills. Those under-26-year-olds who find 
somewhere to live must find a job or a 
place on a state training scheme or move 
on within eight weeks. Otherwise their 
benefit is cut by 7096. 
The last thing most of them want to do 
| is to go home. Many claim they have been 
physically abused or thrown out by their 
parents; one 17-year-old boy, now sleep- 
ing rough in Earls Court, said his mother 
had forced him to sleep in the porch. An- 
other speaks for many: "I have a right to 
lead my own life." So most stick around 
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rents in the knowledge that it is (largely) the 
council that will pay. These families are the 
most obvious casualties of the unmet de- 
mand for cheap rented housing. 

People become homeless for all sorts of 
reasons. Some 3096 lose their homes be- 
cause of some economic blow. Roughly half 
of those fall into arrears with their rent or 
their mortgage, often because they have lost 
a job, sometimes because they have bought 
their council house and find they have bit- 
ten off more than they can chew. Another 
2096 lose their homes when their marriage 
or partnership breaks down. And 4096 are 
thrown out by parents, relatives or friends 
who will no longer house them. Among 
these are young people who overstay their 





Street-wise, street-foolish 







London, hoping that something will turn 
up. They are trapped in a circle: no job, no 
home; no home, no job. Local authorities 
have no responsibility to house single peo- 
ple unless they count as "vulnerable". 
Most of the advisory services try to 





But London is more fun than home 


childhood because they cannor find a rented 
flat; and couples who marry but cannot set 
up home because they cannot afford to buy 
and are too low down their local council's 
waiting list to rent. 

By no means all such people, however, 
can ask the council to house them. Councils 
have no legal responsibility, unless there are 
special reasons, to house homeless single 
people and childless couples. Even families, 
elderly people and pregnant women qualify 
only if they are quite literally homeless (not 
in a hostel) or threatened with homelessness 
within 28 days. Their rising numbers are a 
sign, not just of more divorces or more mort 
gage defaults, but also of the lack of options 
for people going through such traumas. 


Obligations which cannot be met 


In 1978, the first year of the then new Hous- 
ing (Homeless Persons) Act, Britain's local 
councils accepted around 60,000 house- 
holds as homeless. In 1987, in a richer soci- 
ety—indeed one with more houses than 
households—the figure has been over twice 


persuade young people to get out of cen- 
tral London. But many get a thrill out of 
street life and are loth to give up. They 
sleep on friends’ floors, or resort to "skip- 
pering —taking over a deserted house or 
flat with no furniture and often no lava- 
tories. Others sleep out or on trains left 
overnight on the sidings outside Victoria 
station until the cleaners evict them. 


















as high, and, even as the economy booms, is 
- Still rising sharply, as the chart above shows. 
Why? 

The reason, according to Labour coun- 
cils, is that the stock of "social" housing has 
-. fallen, as council homes have been sold to 
— tenants and not replaced. In 1978 some 

- 280,000 new houses were completed in Brit- 
- ain, 4796 of them public-sector (housing 
associations included); in 1987 about 
195,000, only 15% of them public-sector, 
L' and only three-fifths of those by local coun- 
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E On this argument, the trouble is a sim- 
E. mismatch of demand and supply. Britain 
may have plenty of houses, and is indeed 
— building more for sale than in the 1970s. But 
they are in the wrong place, and at the 
wrong price. It is mostly poor people who 
| lose their homes; and mostly in urban areas, 
— above all inner London, where housing at 
- modest rents is rare and growing rarer. Every 
A three months, inner-London councils accept 
- 8s homeless about 45 households per 10,000 
— in their area, three times the all-England av- 
- erage. For the victims, the building of a neo- 
. executive estate outside Basingstoke looks 
here nor there. There is no visible 

Bitrickle down”. 


Inner-London councils have lost rela- 








tively few homes under the right-to-buy leg- 
islation. But the mix of rising land prices and 
lower government allocations of funds for 
building has savaged social housebuilding. 
New completions in Greater London—pri- 
vate or public, upmarket or down—halved 
in the five years to the mid-1980s, to four 
new dwellings built (plus maybe two conver- 
sions) per 1,000 households. That compares 
with a national average of nine, and 14 else- 
where in south-east England. London coun- 
cils cannot even house the natural growth of 
new local households, let alone those who 
pour in looking for work. One council, 
Tower Hamlets, has a large population of 
Bangladeshi immigrants; even after legal 
steps to lessen that load, it has to allocate 
more than half its new lettings to the home- 
less. Another, Camden, has offered some 
lrish families their tickets home. 

The government now hopes that hous- 
ing associations or private landlords will pro- 
vide the homes that councils have not been 
able to build. Under its housing bill, all new 
lettings will be at market or “affordable” 
rents. How will the poor pay enough to en- 
tice new landlords to house them? The key 
will be how far the government is willing to 
allow housing benefit to rise. 

The housing minister, Mr William 
Waldegrave, has been encouraging: the ben- 
efit—a national total of £3.5 billion to 
subsidise council or private-sector rents in 
1987-88—will rise, he says, to meet rents. 
Sceptics wonder. Next April’s reform of so- 
cial security will cut housing benefit for most 
recipients. The current housing bill will also 


tighten the rules. Applications for benefit ` 


will go to a rent officer who, under White- 
hall guidance, will assess what would be a 
"reasonable" rent, both for the area and for 
the individual claimant's needs. Local coun- 
cils will, as now, be entitled to pay benefit to 
meet the entire actual rent; but they will be 
able to reclaim the cost from Whitehall only 
up to the "reasonable" level. If claimants are 
thought to be living too spaciously, the rent 
officer will have power, after six months, to 
lower that level. 

The Treasury is understandably nervous 
about the cost. Housing benefit, even with 
tough new conditions, may turn out to be a 
more open-ended commitment than coun- 
cilhouse subsidies were. Yet if it is not, 
those 11,250 families are doomed to live in 
crummy hotels for a long time to come. 





City airport 


Take-off aborted 


WB. on December 18th, the Civil 
Aviation Authority (CAA) suspended 
flights between London City airport and 
Paris, it took a decision which may have a 


decisive effect on the fortunes of a large part 





of east London. For the airport, which 
opened in October, is crucial to the redevel- 
opment of the Royal Docks, the most east- 
erly part of the area administered by the 
London Docklands Development Corpora- 
tion (LDDC). 

Two airlines—Brymon Airways and 
Eurocity Express—have been using the air- 
port to fly (in Brymon's case) to Paris and 
Plymouth, and (in Eurocity's) to Paris and 
Brussels. The airport i. not within the slice 
of airspace subject to constant surveillance 
by the CAA's air-traffic controllers. So, on 
the Paris run, flights had to keep below con- 
trolled airspace (for much of the way, below 
2,500 feet) until they reached the coast. This 
was sometimes uncomfortable, but is not 
quite as unusual as it sounds. Airports at 
Norwich, Newcastle and Plymouth are all 
outside the "full" air-traffic-contro. system, 
as are many continental airports. 

The CAA thought the a was 
adequate. Eurocity agreed, but was trying 
quietly to improve it. Brymon did not. Its 
chairman wrote 12 letters to the CAA in as 
many days, arguing that the route was un- 
safe. The CAA therefore decided that it must 
be closed, pending an inquiry. Eurocity furi- 
ously claims that Brymon was forcing the is- 
sue, perhaps hoping that the CAA would 
provide full air-traffic cover immediately. If 
so, Brymon shot itself—and Eurocity, and 
Docklands—in the foot. 

The CAA says that there is no chance of 
providing full air-traffic cover before the end 
of 1988, though the inquiry may be able to 
find enough marginal improvements to al- 
low the route to re-open before then. The 
LDDC will pray that it does. 

The western part of Docklands— 
around Wapping and the Isle of Dogs—is 
now well established. The Royals, by com- 
parison, are eight miles and a lousy road 
from the City. The scale of the development 
needed to rehabilitate them dwarfs anything 
in the western docks. The airport was in- 
tended as a magnet to attract other develop- 
ment to the Royals. If it is now condemned 

as "unsafe", the whole plan goes awry. 

Moreover, the airport needs to establish 
itself quickly. At Stansted airport, in Essex, 
one of the biggest construction projects in 
Britain is taking place. A new terminal big 
enough for 8m passengers a year will open in 
early 1991, complete with a rail link to Lon- 
don and a new road from the m11. East Lon- 
don's roads are being rapidly upgraded. By 
the time the new Stansted te opens, it 
will be possible to drive there from the City 
in 45 minutes, or to take a train from Liver- 
pool Street station in the same time. By 1991 
the City airport will have a station on the 
Docklands Light Railway, and be far more 
convenient for City businessmen than 
Heathrow and Gatwick; but it will be only 
marginally more convenient than Stansted 
airport, which will be able to offer flights to 
far more destinations. The City airport at 
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best never had much time in which to estab- 
lish itself. If the CAA decision has handed the 
advantage to Stansted, the LDDC may find it 
distinctly difficult to get the Royal Docks 
airborne. 





British Library 


A better hole 


HE arts minister, Mr Richard Luce, has 

just ordered the umpteenth study of op- 
tions for finishing Britain's biggest public- 
sector building project: the British Library. 
The first phase of the building, on a site next 
to St Pancras railway station that started as 
the biggest hole ever dug in London s clay, is 
supposed to be completed in 1993 at a cost 
(in 1987 prices) of £242m. If Mr Luce ap- 
proves the next two phases currently 
planned by the architect, Mr Colin St John 
Wilson, the whole building could be finished 
by 2010—and the total bill will be over £1 
billion. 

The new library was first mooted (and 
Mr Wilson first retained) in 1963. Its justifi- 
cation was that the stock of books had in- 
creased 40 times since Panizzi built his won- 
derful domed reading-room in the British 
Museum in 1857. Now the collection is 
stored, sometimes in appallingly damp and 
cold rooms, in 19 different buildings around 
London. Hence the case for a new building. 
Successive governments thought that would 
be good for both books and readers. 

The books may be happier at the pros- 
pect of being stored in a big, constant-tem- 
perature hole. Most readers are not, despite 
the library's promises of quicker service, 
brighter coffee-bars and livelier open spaces. 


Fewer for the road 


UBLIC disapproval of drunken driv- 

ing is increasing in Britain. Mr Peter 
Bottomley, a junior transport minister, 
wants to harness this change in attitudes. 
In 1987 his department spent £2.5m on 
advertising to deter drunken driving. 
Now he is hoping to hand that job over 
to the private sector. 

Already one brewer, Courage, is 
spending between £500,000 and £1m on 
television advertisements to warn of the 
dangers of drinking and driving. The 
Brewers Society has started a 
"Wheelwatch" campaign in pubs to pro- 
mote non-alcoholic drinks. Such cam- 
paigns are based on self-preservation as 
much as altruism. The health lobby 
wants advertisements for alcohol, worth 
£120m a year, banned from television. 
Today's brewers often make bigger prof- 
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The readers like what Panizzi wrought 


As typical traditionalists, they prefer to live 
on untouched in the existing reading-room. 
Some want the new building used simply to 
store books, perhaps transferring them to 
Bloomsbury by a miniature underground 
railway. Mr Luce is unlikely to oblige. 

Mr Luce's main worry is not these irate 
readers, but the project’s ever-mounting 
cost. In 1979 phase | was supposed to cost 
£119m. This number first-thought-of has 
doubled to £242m eight years later. The 
project managers say almost all the increase 
has been caused by inflation of building 
costs. The project has suffered neither from 
the design/construction problems nor from 
the delays that have afflicted other big pub- 





its from selling non-alcoholic drinks— 
even alcohol-free beer—and pub food 
than from beer and spirits. As driving af- 
ter drinking becomes less socially accept- 
able, drink companies need to make sure 


' that people still go to pubs. 


In 1988 Mr Bottomley's department 
plans to spend £1.6m on advertising the 
dangers of drinking and driving. Within 
five years, he hopes, the brewers and in- 
surance companies will see that it is in 
their interest to do the advertising for 
him. By then, the problem may be small- 
er. In a recent survey for the General Ac- 
cident insurance company, only 1796 of 
motorists admitted to drinking and driv- 
ing, compared with 36% in 1986. Are 
drivers more sober, or just more embar- 
rassed to admit they are drunk? Probably 
a measure of both. 
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lic-sector buildings. This may satisfy the Na- 
tional Audit Office, which is looking closely 
at the project. Bur it raises two other issues: 
@ Building-cost inflation has been higher in 
central London than elsewhere. The capt 
tal's continuing construction boom looks 
like keeping it that way. The new library 
would have been cheaper (if less convenient) 
built away from the centre of town—or per- 
haps out of London altogether. 

e Construction in the public sector takes 
too long. Buildings are split into lots of 
phases so as to keep options open. The Trea- 
sury hands out cash in small dollops—and 
delay pushes up costs. Private companies are 
slower than the state at starting big build- 
ings. But, once started, they finish faster, to 
save cash. London's new Broadgate develop- 
ment has taken only two years. 

It is too late for Mr Luce to change the 
library's site. But he could do something 
about the delay/cost spiral by inviting a pri- 
vate developer to take over the building, 
leasing it back when finished. That would fit 
in with the Treasury's new-found enthusi- 
asm for using private money for public-sec 
tor projects. Earlier completion might even 
quieten diehard critics by bringing new facil- 
ities on stream quicker. And it would cer 
tainly be good for the mouldering books. 
—_ 





Alliance 


The name game 


HAT'S in a name? A century-worth 
of tradition for some Liberals. Their 
representatives and Social Democrat negoti- 
ators hammered out a classically second-best 
name—"The Alliance"—for their new, 
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"HE dabien of incomes in Britam 
L is becoming more unequal. Figures in 
the latest issue of ‘ 'Economic Trends" show 


DONE. pretax, income, com- 

















































quality, he gini i rose in ie 
eriod from 37% to 41 %—as high as 
1949. 
h dry statistics give a useful but ab- 
impression of the differences be- 
ch and poor. A Dutch economist, 
an Pen, once invented a fascinating 
of bringing them to life. He imagined 
that every British adult with an income was 
cruelly stretched or contracted to a length 
proportional to what each earned—with 
the average adult height representing aver- 
age income. They were then lined up in or- 
der of height, with the shortest in front, 
‘told to march past a review stand in 
-quick time, so that the whole parade 
exactly one hour to go by. Mr Pen 
this analogy to demonstrate some sa- 
facts about income distribution in 
y at the beginning of the 1970s. 
ly 20 years later, The Economist is re- 
ng the event to see what has changed. 
While the sadistic preliminaries to this 
de are being completed, its purposes 
| limitations need to be clarified. The 
ghts reflect individual gross incomes, in- 
uding social-security benefits, share divi- 
dends and other “unearned” items, but 
ith no taxes deducted; not living stan- 
lards, in short, but how much a person 
makes as a miner or a teacher, a pensioner 
ra tycoon. 
About 36m. of Britain’ s £m adults are 

















" ou ear ii than the woman who cleans your gies? 
o appreciate the diffi erence, join her in a somewhat unusual parade 


that the gradual drift towards income. 
equality, dating from before the second 
world war, has been reversed in the 1980s. 
- Sucha trend. can be measured in several. 

ways. One is to look at the share of income _ 


arned by the richest and poorest groups. © 
nd Ea top 1096 got nearly 3096 of 


> since the dd of fhe | 
ae poorest half of the g 


(arbitrarily, child benefit is being ignored). 
Women who go out to work for a few hours 
each week are included; remember when 


- they pass by as midgets that they may have 
- extremely tall husbands. 


The parade moves off, but it is difficult 
to spot the first few marchers—not because 
they are small but because they are march- 
ing upside-down, with their heads in the 


ground. They are people with negative in- 


comes— who have lost money over the past 


. year. Not all of them are short: some are 
big-time businessrnen, whose losses push 

‘their heads hundreds of yards under- 

n ground. Although this part of the march 


lasts only a few seconds, it is about twice as 
long as during the last parade in 1970 be- 
cause there are many more small busi- 
nesses, which fail far more often than large 
ones. In 1985 nearly 19,000 companies in 
England and Wales went into liquidation; 
in 1970 fewer than 9,000 did. 

Soon the marchers are the right way up, 
but they start off extremely small. It is 
about five minutes before they are a foot 
high. As in 1970, many of these tiny figures 
are women working part-time, most of 
whom do not live only on their earnings. 

But several things have changed. One is 
that there are many more of these female 
midgets. In Mr Pen's parade most of them 
had passed after five minutes; today they 
are still arriving in droves after ten minutes, 
and are still under two feet tall. That is 
partly because 1/2 times as many women 
work part-time as in 1970, and partly be- 
cause they are intermingled with more 
midgets of other kinds. Many are single, 
unemployed people, some but not all of 
whom are still young enough to live with 
their parents. Strikingly, for almost half of 
the fifth minute, every marcher is a fresh- 
faced, 1134-inch high 16-year-old. These 
are trainees on the government’s Youth 
Training Scheme, each on an identical al- 
lowance. In 1970 their equivalents in man- 
ual jobs and apprenticeships tended to be 
around twice as tall, 

Also mixed with these young faces are 
old ones: about a third of those passing in 
the first ten minutes are pensioners. But in 
the next quarter-hour they become more 


quickly, and their feat 


since 970, but a growing number of build- 





noticeable—for that period, every second 


person who passes is retired. In 1970 there 
were fewer pensioners, and they were 
squeezed further back in the queue. Today 
more have occupational pensions; some 
will not arrive until the final 15 minutes. 








ill no workers 
has been grow- 
er 20 minutes, 

even three feet. high. Hardly 
any ' alime. workers- have yet gone past. 
The few that have are mainly women— 
hairdressers, home-helps, shop assistants, 
cleaners. They march alongside many un- 
employed family men and single mothers 
who collect social security for themselves 


and their dependants. The tallest of the un- 


employed will not pass until after the half- 
hour, and will be over four feet high, 

After 25 minutes the parade is suddenly 
transformed: now most of the marchers are 
working. The firs ng full-time 
wages pass by. Many are farm labourers, 
and people doing menial jobs like carrying 
and cleaning in hospitals, restaurants and 
offices. These low-paid workers are in much 
the same occupations as in 1970, and their 
height is little changed—somewhat below 
»e manual workers 
ies who will be 
aretakers. of 4 
i feet 9 inches— 

















employed by loc: 
arriving : shortly : 


Halfway hak ae (M the march- 
ers are still dwarfs. (The giants who will ar- 
rive in the closing minutes have raised the 
average, making the majority of marchers 
relatively short.) But their height is growing 
res becoming more 
varied. Crowds of four-foot secretaries and 

office juniors now march alongside the 
building labourers and railwa: "Ten. — 

‘In another five minutes ome th 
foot assembly-line w 
and some 
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ers work for themselves. Where local de- 
mand is strong, plenty reach six or seven 
feet and more. In general, manual workers 
covered by national: agreements have 
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are many fewer of them; the self-employed 
Workers who are ‘taking their place are 
more dispersed in size and harder to classify 
by occupation. 
— The nurses and waiters walk past frown- 





¿both have done well in recent years. The 


- has grown from just over four feet in 1970 
to 4 feet 8 inches now; the typical nurse has 
grown 11 inches to five feet. 


Forty minutes: average at last 


In about the 40th minute, people of aver- 
age height (5 ft 6 ins) appear. They have 
arrived several minutes earlier than they 
did in 1970, because there are more white- 
collar workers who earn just above the av- 
erage, and fewer manual workers just below 
average" marchers include people 
paid professions like social work, 
fetaries, clerks, postmen, fitters, 


oe ‘Some of the best-paid manual workers 

have not yet begun to arrive. In the dis- 

tance are engine-drivers of between six and 

eight feet, and miners a foot taller—having 

grown about six inches since 1970. À ma- 

chine setter-operator in the engineering in- 

- dustry has shrunk by ten inches, but at 6 

feet 5 inches is still tall enough to qualify for 
-: an American basketball team. 

Most of the white-collar workers who 

pass in the final quarter-hour would have 

(C to-stoop to reach the basket. They include 

|. some self-pitying ones, like teachers, who 

F n arriving since the 40th minute 

ceep coming until the 50th. They 

j tag bunched than in Au 

















ud ae ae is still dx à 
don a female colleague. Almost 


juarter of Women were below it in 1970. 
~~ Before you start chiding these giants for 
asking for more, remember that most of 





are doing. That is not easy to do at 
ge, because the parade is still teem- 
people wae left school at 46 or 
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get somewhat shorter—but there 


acd feel that. they are badly paid. But 


: typical man working in catering industries. 


scratch his chin on the aerials on top of 


. heads are literally in the clouds. The tallest 


. them went to college or university. Look at. 
«how much better most of their fellow-grad- 
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in- banks, executive-grade civil ers who took up the middle 20 
;. Policemen are mainly above eight — 1970. | 
feet tall, and have typically grown no less E reason ME the gei stral 

than 19 inches in the past 17 years. mi 
Some of the first well-educated profes- 
sr arrive in large numbers, after the 
ers, ee dm their D i nbus lectur- 
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middie E of the a a foot sinc 
feet 9 inches he is hardly. 
As the end of the 


people. 3 
sion not f taller and dole: mi en HE past (i ips 
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us a 20- foot. financial journa 

Ten wistful ly at friends in the City who 
could walk by his office and wave in at his 
| 2th-storey window. But they can hardly — | 
fulfilled when they read in the papersof | 
Mr Christopher Heath of Baring Brothers, | 
| 

| 





To calcula 
your gross ; 
1,523. For the “me 


ena minded, « 
inchi is 242 cm; one foot, 0.3 metres. 
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Britain's highest wage-earner. He could 


New York's World Trade Centre. 

Nor is he by any means the last man in 
the queue, although the end of it is a split 
second away. The last few marchers get 
their income from their wealth, and their 


H 
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is possibly the Duke of Westminster, whose 
head is in the stratosphere, maybe 20 miles 
above the puny dwarfs who have been pass- 
ing for the past hour. 

As in Mr Pen’s event, the most illi 
aspects of this weird. parade are the dwarf- 
ish features of the majority of marchers and 
the immense height of those in the last few 
minutes. But the shape of the distribution 
has altered. More two- and three-footers 
crowded into the start of the parade, and 
more eight- and nine-footers marched near 
the end, with fewer of the four- to five-foot- 
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Can't we agree on anything? 


merged party. It was promptly voted down 
by a meeting of the Liberal party council. 
The vote is advisory, not binding, but it was 
an uncomfortable reminder to Mr David 
Steel, the Liberal leader, of how stroppy his 
activists can be. 

The Liberal party council was bound to 
be unenthusiastic about the constitutional 
arrangements drawn up for the merged 
party, if only because these include the aboli- 
tion of the council itself, and its replacement 
by a body less likely to be packed by activists. 
Perhaps surprisingly, it did not throw out 
the whole package, but it got cross about 
names and NATO. 

Many Liberals insist on a name which 
includes the word "Liberal" (such as "Lib- 
eral Democrats"). Many Social Democrats 
wisely reject that. They know that Dr David 
Owen's breakaway social democrats would 
relish shortening the name to "Liberals" to 


"suggest that the SDP had just been subsumed 


by its partner. They fear that some Liberals 
also would. 

“The Alliance" as a name has the virtue 
of familiarity, and the handicap of some past 
contempt. It reminds voters of the last elec- 
tion, during which the two parties often 
seemed less than allied. And it carries con- 
notations of two parties, not one. "The 
Democrats" is the favourite of Mr Steel and 
the spp’s leader Mr Robert Maclennan. 
Some of the more moderate Liberal negoti- 
ators, like Mr Adrian Slade and Mr Tim 
Clement-Jones, liked it too. The rest were 
deeply offended by a story published in the 
Observer a few days before the negotiators 
met, which announced that "The Demo- 
crats" had already been chosen. The Liber- 
als felt railroaded. | 

Some, like Mr Michael Meadowcroft, 
think the party's formal title, "The New Lib- 
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eral and Social Democratic Party", will do. 
"Iry putting that on an election poster," 
said an acid colleague. And initials are no 
good. Thus NLsDP is too long (remember 
Hitler's NSDAP, which was soon shortened to 
Nazi); LSD is too far-out; and the SDLP is the 
name of a Northern Irish party. 

Ominously, the Liberal council voted to 
remove support for NATO from the preamble 
to the new party's constitution. Some ob- 
jected to its inclusion because they are 
unilateralists—the radical fringe of the Lib- 
eral party which ought to have joined the La- 
bour party or the Greens long ago. These 
people will soon have to accept that the new 
Alliance will not be their kind of party. 

Others did not want their party's con- 
stitution to endorse specific institutions 
whose character could change over time. 
(That has not bothered the Liberals in the 
past; they lived with the League of Nations 
in their own constitution for years after that 
body's demise.) The proper place to express 
support for NATO, they thought, was in the 
policy document, to be published in mid- 
January. A fair point; but support for NATO 
is in the SDP's constitution. If it does not ap- 
pear in that of the new party, voters may 
wonder whether, in merging with the Liber- 
als, the spp has gone soft on defence. That 
will make it still harder to entice Dr Owen’s 
fraction of the present SDP into the new 
party. 

The negotiators will meet twice more to 
polish the constitutional package, which will 
then be presented to both parties’ special 
conferences at the end of January. These ar- 
guments will be thrashed out all over again. 
And the public will be left with the enduring 
image of a party which could not even 
choose its own name. 





Mathematics 


Divisions multiply 


HOULD a seven-year-old be able to do 

five-times tables, an 11-year-old know 
long division, a 14-year-old be competent at 
basic algebra? Mr Kenneth Baker, the educa- 
tion secretary, thinks that parents need to 
know the answer to such questions. Six 
months ago he set up a working group on 
the mathematics curriculum to look for 
them. It says the questions are wrong. 

The working group's interim report (the 
final one is to appear next June) is an exam- 
ple of what happens if you set up a commit- 
tee of experts to plan the future of their pro- 
fession. It is a bland summary of the modern 
orthodoxy in maths teaching, which dis- 
dains repetitive learning of conventional 
sums, and stresses the abstract nature of the 
subject. In the words of an American satirist 
and mathematician, Mr Tom Lehrer, "it's 
more important to know what you're doing 
than to get the right answer." 

The working group makes no proposals 
for setting national tests for schoolchildren 
at various ages, and barely hides its disap- 
proval of such things. Mr Baker is furious. 
He has written to the group's chairman, Pro- 
fessor Roger Blin-Stoyle, telling the group to 
start looking for attainment targets for dif- 
ferent ages "as a matter of urgency’. But 
Professor Blin-Stoyle, a theoretical physicist, 
has resigned. He says that he is too busy to 
go on chairing the group. Mr Baker has re- 
placed him with Mr Duncan Graham, chief 
executive of Humberside County Council. 
Local bureaucrats are better than university 
professors at doing what they are told. 

Mr Baker is getting a taste of how hard it 
will be to implement his national curriculum 
in the face of a hostile educational establish- 
ment. His department commissioned a feasi- 
bility study on testing primary-school chil- 
dren in maths from the Centre for 
Educational Studies at London's Kings Col- 
lege. The study concludes that properly de- 
vised tests would take nine years to intro- 
duce. Rubbish, says Professor Sig Prais of 
the National Institute of Economic and So- 
cial Research, who has written a note of dis- 
sent to the working group. Existing tests 
should be adapted to a national curriculum 
and introduced soon. 

Professor Prais believes British school- 
leavers are worse at maths than their Ger- 
man and Japanese peers, largely because not 
enough attention is paid in British schools 
to basic arithmetic. He bemoans the death 
of long division at the hands of the pocket- 
calculator. His opponents say that many 
children have spent too much time wrestling 
with the mysteries of long division, rather 
than progressing to more interesting 
problems. 
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CARRIED THROUGHOUT THE WORLD 


The Olympic torch will be carried can be confident that your Visa Cards, 
to Calgary to light the flame and open Travellers Cheques and Travel Vouchers 


the 1988 Winter Olympics. will be warmly accepted. Lost or stolen 
Visa is carried throughout the cheques can be replaced at over 60,000 

world and as an exclusive sponsor of — places usually within 24 hours. 

the 1988 Olympics is the only card 5.6 million locations world-wide will 

accepted on-site at the Games. welcome your Visa card for travel, 
When you travel abroad entertaining and shopping. 


for business or pleasure you | [MM Use Visa- travel confidently. 
VISA 


All you need. 





okiing changes style 


OOK down, from an aircraft, at mountains in 
winter. The world below is grand, mysterious, 
white and empty. You could ski for ever, it seems, 
without meeting a soul. This is not wholly illusion. If 
space were the only requirement, there need be al- 
most no limit to the growth of skiing, even in Eu- 
rope's busy Alps. It is a sport for hero and coward, 
speedmerchant and bumbler. The thrills and chills 
are not all in the pace of the skis underfoot. They 
are in the raw beauty of the mountain setting. 

The notion that sliding down snow is more en- 
tertaining than sliding across it on the flat only 
dawned on people at the end of the last century. It 
seems, in retrospect, an absurdly simple proposition 
to have escaped mountain folk down the ages. Once 
recognised, however, it caused doctrinal schisms of 
the kind that have rent religions. The embattled 
sport of downhill skiing did not properly establish 
itself until after the second world war, when people 
began growing rich again and seeking new fun. 

Downhill skiing, now known as Alpine skiing, 
has spread fast in a short life. Some 45m people 
around the world do it, wherever snow covers 
mountains. The Japanese are the most numerous 
skiers, followed by the Americans, French and West 
Germans. The Swiss and Austrians are, as nations, 
the keenest. Indians do it in Kashmir, Chileans in 
the Andes, Lebanese on their peaks above the Med- 
iterranean. The cradle of the sport is the jagged AL 
pine range that arches spectacularly across Austria 
and Switzerland into eastern France and northern 
Italy. The main centres of Alpine skiing are there 
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and in the American Rockies, so this survey concen- 
trates on those two areas. 

Alpine skiing grew around the British, who 
have no mountains to speak of but like organising 
other people. At first, their true winter sports were 
mountaineering, skating and tobogganing. These 
pursuits took the Victorian upper class to Alpine 
towns, which welcomed their custom and named 
hotels after them. By the 1880s the British were con- 
triving amusements like the Cresta Run at St Mo- 
ritz, which, in the age before motor cars or aero- 
planes, was the fastest thing on earth. Rattling down 
the ice at 130 kilometres per hour would then have 
felt, and still feels, like twice that speed with eyes 
and nose riding only blurred centimetres above the 


track. Attractions like the Cresta were extensions of 


the British public school-military spirit. Today's 
young riders still have a Great-War look about 
them, as though they are about to go over the top. 
Their leather knee pads and sweaters, casually 
scuffed and holed, look like great-grandfather's 
hand-me-downs. 

None of this was meant for Alpine locals 
(though Swiss and Germans, when permitted to 
ride, can be good at it). Alpine folk used skins, slat- 
ted squares of wood or racket-style snowshoes to get 
around their steepest slopes. Skiing was something 
done by Norwegians and other Nordic folk to 
traverse their flat winter wastes and, when the spirit 
moved them, to jump. The Norwegians had been 
skiing like that since Adam. Skis were an essential 
arm of warfare in Nordic countries back in the early 





Alpine skiing is 


a wild self- 


indulgence of the 
affluent. David 
Lawday asks 


whether the sport 


can keep 


promising escape 
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and aaventure as 


it beckon: tO à 


! 


broader pupil 


i 


LA 





4 SURVEY SKIING 








The British applied 
to "ski-running"' 
the organisational 
flair they had 
picked up in 
running the 
colonies 
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Supposing we have to 





Middle Ages. Nansen, an Arctic explorer, used skis 
on his freezing polar adventures in the late nine- 
teenth century. His exploits fascinated Europe, His 
cross-country method, using heavy wooden planks 
up to nine feet in length, created a following even in 
the Alps. Ski associations sprang up to see what 
recreation it could offer. 

Nobody turned corners on these skis. It could 
not be done. It was bad form to try. Enthusiasts, 
known as "ski-runners", sat astride a stout pole like 
a witch on a broomstick and pressed down upon it 
to brake themselves. Because of the steepness of the 


Zdarsky and crouch 


RECLUSIVE Austrian, Mathias Zdarsky, de- 

termined that turning would help. He spent 
several winters in a solitary beginner’s class as 
teacher and student, devising a ski-binding that 
fixed the foot without restricting the heel. He dis- 
covered that if he pushed down on the heel and in- 
clined his body in a certain way, the ski automati- 
cally turned. This meant that he could ski without 
falling however steep the terrain, even between the 
pine trees. The only drawback was that he could not 
go very fast. 

In a technical book published in 1897, this pio- 
neer of the turn—and hence of Alpine skiing it- 
self—told the Austrian Ski Association what was 
wrong with the technique learned from the Norwe- 





Alps, they sometimes had to tackle fast descents. 


The journal of the Austrian Ski Association for 
1892-93 describes it thus: 


On the descent the ski-runner leans back on his stick 
and shuts his eyes. He darts downwards as straight as an 
arrow until he can no longer breathe. He then throws 
himself sideways on the snow, and waits until he regains 
his breath before once again hurling himself 
downwards... 


Turning would clearly have spoiled the fun. Bur 
there were no pistes then, and no skiing hordes to 
get in the way. 





gians. The experts turned resentful. A colonel in the 
imperial Austrian army, who regarded the proposed 
alternative as an insult, challenged him to a duel. It 
was the first engagement in the holy wars over style 
that have marked skiing's evolution ever since. Ri- 
val claims to paternity of the sport added to the con- 
flict. A score of towns around the Alps which had 
not heard much of Zdarsky claimed to have in- 
vented Alpine skiing. The climate was rather like 
that accompanying the invention of photography, 
or the telephone: nobody had wanted Nicéphore 
Niepce or Alexander Graham Bell to hog all the 
credit. 

None of this went unnoticed by well-born Brit- 
ish travellers in the Alps. Although downhill skiing 
was still roundly despised by its many critics, they 
organised in 1911 the first downhill ski champion- 
ship, at Crans-Montana, Switzerland. There were 
no lifts. To get to the start, competitors had to 
tramp uphill for hours. The race, called the Kanda- 
har (as it still is), was named after Lord Roberts of 
Kandahar, a pillar of the British Raj in India known 
for his campaigns against Afghanistan. His noble 
name was borrowed, it seems, because it conjured 
up Afghanistan's mountainous landscape and be- 
cause it would surely help attract enough of the 
right kind of competitors. 

The competition did not halt objections to 
downhill skiing, which for some time continued to 
be widely regarded as a pastime for those too cow- 
ardly to jump in the prodigious Norwegian style or 
too feeble to enter cross-country races. Arnold 
Lunn, son of a Victorian travel agent, Henry Lunn, 
put Alpine skiing on a surer footing by organising 
the first international slalom race at Miirren, Swit- 
zerland, in 1922. 

The word slalom was taken from Norwegian, 
which in itself must have irritated cross-country die- 
hards. Arnold Lunn’s race was meant to be all 
rhythmic turns, requiring a deliberate style that the 
rough-and-tumble Kandahar, a sort of fell-running 
contest on snow, did not encourage. He drew up a 
downhill racing rule-book to go with it. Using sticks 
for braking was forbidden, a rule which the Aus- 
trian and Swiss ski associations opposed as artificial. 
They thought it was overbearing of the British, who 
skied badly, to depart from precedents set by Nordic 
people who skied well. 

The Austrians, born to the mountains, could 
also see that winter sports were a class-conscious af- 
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fair for the British. Arnold (later Sir Arnold) Lunn 
was rejected for membership of the Ski Club of 
Great Britain when he first applied; he was "trade". 
He was the first person blackballed by the club, 
which was founded in 1903. He managed to get in 
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later and presided over the club (which retains 
avuncular influence in the skiing world). Getting 
Alpine skiing fully legitimised was more difficult. lt 
was not brought into the Vinter Olympic Games to 
stand with traditional Nordic events until 1936. 





Made for business 


X JARS over technique between the French and 

the Austrians, who may never see eye-to-eye 

on elegance, kept the conflict going. The object of 

all the quarrelling grew bigger than its clannish pio- 

neers would have wished. Alpine skiing now dwarfs 
the down-to-earth Nordic discipline. 

Having emerged from its genteel crevasse after 
the second world war, the downhill sport cut loose 
in the 1960s and 1970s; it was an adrenalin-rushing 
escape for millions of new addicts from the affluent 
western world. In communist countries, except in 
keen Yugoslavia, Alpine skiing remains limited 
(Bulgaria's rudimentary effort to entice foreign ski- 
ers has made only bumpy headway). The sport has 
become a quasi-democracy, no more than that. Cost 
still locks out the masses. But in those two decades 
of avalanching expansion from 1960 to 1980, the 
number of skiers rose on average by 10-1596 a year. 

Skiing is open to broader commercial exploita- 
tion than any other sport. Consider the compara- 
tive trappings. Special clothes apart, a footballer re- 
quires a ball and a field; a golfer balls, clubs and a 
course; a tennis player balls, racket and a court. The 
skier needs skis with bindings, poles, elaborate 
boots, and a lift system to get to the top of a slope— 
not to mention face cream, lip salve and in most 
cases accommodation half way up the mountain to 
be within striking distance of the pistes. The endless 
accoutrements require the attentions of a host of 
merchants and manufacturers, who also benefit 
from World Cup competition lasting right through 
the season, from skiing's regularly held world cham- 
pionships and from the Winter Olympics, about to 
get under way in Calgary, Alberta. 

With all this extraordinary diversity, the ski in- 


Secret weapons for ultimate speed: 


Skiers* as % of population, 1987 
o % 10 20 30 


dustry might be expected to soar ahead without let- 
up. Yet the international market has levelled off 
during the 1980s. Industry experts reckon that over- 
all growth has settled at 2-396, though it is stronger 
in some countries (eg, Switzerland) than others. The 
signs are that the slowdown is more than a cyclical 
interlude. The young, dynamic Alpine sport has 
reached maturity faster than its legion of promoters 
envisaged. Annual growth in skiers’ numbers, al- 
ways strong since 1945, has slowed to around 2% 
for the past three years, say the ski-makers. 

Cost is the most obvious reason. No way has 
been found to make skiing cheap, like a beach holi- 
day on the Costa Brava. It is a hostage to interna- 
tional economic fortune. Nothing could be worse 
for this still essentially elitist sport than the 1987 
stockmarket collapse. Many skiers are likely to feel 
sore about reaching so soon into their shortened 
pockets for a new round of winter sport. A week's 
skiing at an average resort in the European Alps will 
cost, all told, a minimum of $1,000 per adult—three 
or four times more when done in style. Package 
tours may do it cheaper, but among Europeans only 
the British avail themselves much of packages. For 
Americans and Japanese, travel costs may be high, 
particularly if they want to test themselves against 
Europe's most fearsome runs. 

The topping-out of the ski market affects every- 
one from ski, boot and clothing makers to the 
mountain-hotel trade, lift-makers and operators, 
and property developers. A French company, Salo- 
mon, is the world's largest winter-sports concern, 
with sales of ski bindings, boots and accessories of 
$450m. It expects a contraction in the market this 
season—and, in the future, nothing like the spec- 


the market 








| 


INGS 


b 





ai 





After two decades 
of boundless 
growth, the market 
has flattened out. 
The more 
streamlined skiing 
becomes, the more 
it costs 
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Ski-factories bring 
in the crowds and 
camp them where 

the snow is. But at 

a price—in charm 

and solitude 
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Ski factories remove inconvenience, and charm 
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tacular growth seen in the 1960s and 1970s. Sales of 
skis have just returned to the level they reached at 
the end of the 1970s before consecutive snowless 
winters in America in 1981 and 1982, coupled with 
recession, began taking the fun out of the moun- 
tains for the ski business. Half the rich American 
market was wiped out at that time. Its subsequent 
comeback has been more snowplough than schuss. 

Cautious forecasts also come from France's 
Rossignol company, the world's leading ski-maker 
(the French, who came to skiing rather late, have 
taken pole position in its business league). 
Rossignol, with headquarters in the French Alps, 
has around 2496 of the market in skis. Its main rivals 
are half a dozen Austrians with 3596 of the market 
between them, including Fischer, Atomic and Bliz- 
zard. The Austrians tend to be old family compa- 
nies, wary of joining forces despite a newly estab- 
lished joint foreign-sales operation. American ski- 
makers like Head (whose production line is in 
Austria), K2 and Olin are small by comparison. The 
Swiss hardly make skis any more. The Japanese suc- 
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cessfully made them for the home and export mar- 
kets in the 1970s. Now they are slipping out of the 
running, European manufacturers gleefully note, 
because they failed to keep up with (of all things) the 
latest technology. 

Creative technology drives the ski world, from 
the lifts that carry people up the slopes (more of 
them later) to anti-freeze clothing material. Space- 
tested materials and micro-adjustable levers hold 
out the promise of ultimate speed and perfect bal- 
ance. The ski made of wood is a neanderthal relic. 
Manufacturers are as secretive about their latest 
plastic compounds and design-breakthroughs as 
Boeing is about wing-alloys. 

The same goes for boots. A decade or so ago 
boots were an unavoidable torture in rude black 
leather that could destroy morale for weeks after a 
skiing holiday was over. Today's boots wear like 
foam-floats, firm where they need to be, high 
enough to shield ankle and shin, and permitting im- 
mediate snap-shut rear entry. High-tech bindings 
make it harder for skiers to break their necks. Thus 
equipped, today’s moderate skier could have en- 
tered the Olympic downhill in 1936 and probably 
won the gold medal. The race for innovation and 
greater comfort inflates ski companies’ budgets (Sal- 
omon spends 5% of turnover on pure research) and 
helps keep skiing expensive. 

The ski-scientists are ingenious. They create 
snow itself when the heavens withhold it. Long 
snow-droughts of the kind America experienced in 
the early 1980s can be more disastrous than eco- 
nomic recession for the ski industry. But temporary 
shortages on lower slopes or in late season no longer 
hurt. In Europe and America, most well-known re- 
sorts top up their natural snow every night with 
computerised snow-cannons, as a precaution. The 
extra expense is heavy, but is regarded as near-es- 
sential. Nothing sends skiers home faster than mud 
and rocks where they expected snow to be. The slim 
artillery pieces line popular pistes at 20-metre inter- 
vals. As soon as the temperature drops to around 
zero, they begin firing clouds of snowflakes magi- 
cally formed from mixing air and water at high pres- 
sure. Park City, a resort in the American Rockies, 
leaves nothing to chance. It makes snow up to 9,400 
feet—higher than some of Europe's glacier-tops. 





Building down to the upwardly mobile 


OUNTAIN  property-developers are the 
sport's most aggressive promoters. They now 
look with some disquiet at the levelling-off of skiers' 
numbers, and at changing attitudes to accommoda- 
tion in the mountains. They should not complain. 
In Europe every Alpine cowherd has a story about a 
colossal fortune made by some promoter who paid 
old Willi a pittance for his rutted middle pasture 
and turned it into a glamorous resort. 

France has taken the brunt of the mountain 
building boom. Numerous old Alpine resorts al- 
ready existed in Austria and Switzerland by the time 
skiing began growing popular in the 1950s. France, 
like Italy, had few established resorts capable of lur- 
ing people to its majestic part of the Alps except the 
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old mountaineering hub of Chamonix and two ski- 
ing towns, Megève and sporty Val d'Isère. That gave 
French promoters the chance to do something en- 
tirely new. Instead of expanding low-lying mountain 
villages, they took their bulldozers straight to high 
altitudes where the snow lay in abundance for a sure 
five months each year. 

At 1,800-2,000 metres where the air is thin, 
they laid custom-built resorts on virgin fields of 
snow from Savoy to the southern Alps—La Plagne, 
Tignes, Les Arcs, Flaine, Avoriaz, Les Menuires and 
so on—which allowed visitors to snap on their skis 
at the front door of their pigeon-hole apartments 
and kick them off at the same spot when the lifts 
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That was a godsend. But with it went draw- 
backs: concrete apartment blocks, charmless design, 
over-building. Much of what appeared in France's 
high snowfields in the 1960s and 1970s was de- 
signed on financiers’ baize tables in Paris, without 
much sensitivity or regard for mountain lore. "Ski 
factories" were born. Other places hastened uphill 
in their own relay race. Courchevel 1300 (metres) 
passed the baton to Courchevel 1550; then came 
Courchevel 1650 and Courchevel 1850, now re- 
garded as the smartest ski resort in France by those 
who hanker after a “winter St Tropez”. 

Speculative building is not peculiar to the 
French Alps. It has happened on a grand scale in 
America's mountain areas. [t happened in Switzer- 
land and Austria too, though far less so. There is a 
powerful temptation to over-build a new resort. 
Taking roads, water, electricity, sewers and all the 
trappings of a town to the desolate top of a moun- 
tain is enormously expensive; the obvious way to 
amortise the cost is to pack in as much accommoda- 
tion-for-sale as the limits of geography and safety 
permit. [t can become a vicious circle. The more the 
builders push beyond the limits of what is pleasing 
to lung or eye, the greater the alienation of those 
who got them started in the first place by purchas- 
ing their apartments. 

















Of course, the law that ultimately governs build- 
ing is the market. Few mountain municipalities any- 
where are so principled about zoning restrictions 
that they rule out revenue-spinning construction. 
Meribel, an appealing pine-chalet resort across a 
high ridge from Courchevel, has far outgrown the 
dreams, or intentions, of its postwar developers. Its 
director, Mr Jean Cornut, says that when he arrived 
n 1970 it had 5,000 beds (the mattress count being 
the universal measure of a ski resort's size). The 
limit envisaged was 12,000. It already has twice that 
many and is moving, demand permitting, towards 
30,000. 

Developers like to argue that one of their over- 
riding objectives is to give a greater range of people 
the chance to ski. They want to democratise an elit- 
ist sport. Perhaps. But another overriding objective 
is to make fast money. In bringing less-rich people 
to the mountains, the developers built down to 
them. There is not much time between the melting 
of the snow and its next coming for the cranes and 
bulldozers to get to work. The quality of hastily built 
apartments which ski enthusiasts are encouraged to 
buy, outright or by some time-sharing method, can 
be far less enduring than a smart pine veneer sug- 
gests. 


As skiing's growth slows, a backlash seems inev- 
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What new boots can do 


Beauty and the beast 





OT everyone goes to a ski resort to ski. For 

some, après-ski starts after breakfast. There is 
much to take in: the brisk air, the play of the sun on 
overhanging peaks, the charm of one's fellow visi- 
tors. Going to the mountains in winter still has a 
certain cachet, depending on where you go. The 
wider market that skiing made for itself by creating 
the custom-built resort has not dimmed all its social 
glow. Prestige still wafts around the mountains. 

In America, Aspen has the status. In Europe, an 
order of rank and elegance persists in each country: 
St Moritz, Gstaad, Zermatt and Crans-Montana in 
Switzerland; Kitzbühel, St Anton and Lech in Aus- 
tria; Cortina d'Ampezzo in Italy; Megève and 
Courchevel in France. Most of these are old resorts 
(Courchevel being an obvious exception) with long 
winter-sports traditions and luxury hotels. They 
carry the patina of a pre-war golden age. 

They are too dignified to air their rivalries. Yet 
these can run deep. The most relentless rivalry is 
between the Swiss pair, St Moritz and Gstaad. The 
two are quite different. St Moritz in winter, sitting 
above its frozen lake in the Engadine valley near the 
border with Italy, is a populous city with the densest 
concentration of five-star hotels and business ty- 
coons in Europe. Agnellis, Krupps and Rockefellers 
are its standard-bearers. There is just roont for Mr 
Stavros Niarchos to land his Boeing 727 at its air- 
strip. Its ski slopes do not compare with those of a 
score of other European resorts, but that is hardly a 
problem. Half of its winter guests never put on skis. 
During the day they walk around in furs and look at 
shops, or each other, eventually stopping for tea at 
Hanselmann's pastry shop. 

Outwardly, St Moritz shares little more with 
Ostaad, in western Switzerland, than the coin- 
cidence that the grandest hotel in each place is 
called the Palace (the two have no connection). 
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itable. Switzerland and Austria are concentrating 
on improving what they have: the appeal of genuine 
Alpine villages with frescoed facades, steep gables, 
sturdy beams and house-proud hoteliers. They are 
banking on renewed demand for tradition. Quaint 
Kitzbühel, with St Anton the oldest resort in Aus- 
tria, deliberately restricts its size to 8,000 tourist 
beds, the same number it had at the end of the 
1970s. It shuns apartment blocks. It fears it would 
lose its allure if it succumbed to large-scale expan- 
sion. Aspen, in the American Rockies, has a similar 
policy. Building permits can be had at Aspen, but 
only for a total of 30 new rooms a vear. 

French resorts are following suit. Courchevel 
has started a campaign to "Alpinise" itself by re- 
shaping its flat modern roofs into traditional chalet- 
tops to make sure of keeping its customers. The 
town is wrestling against the functional plainness of 
its rushed development. A number of small would- 
be resorts that strung up a chairlift during the boom 
in hopes of enticing tourists have been forced to 
close down in both Europe and America. Construc- 
tion has not stopped in the mountains by any 
means. But it is getting more selective. 





Ostaad is only a quarter of the size of its rival. lt is 
rustic by comparison; the authentic reek of cow 
dung hangs over its opulent shops. From behind the 
Palace hotel, it perpetuates the little conceit of side- 
ways-hanging chairlifts fitted with hoods and 
blinds. From its other ski-lifts comes the canned lilt 
of accordion and tuba music to keep the mood jolly. 
Gstaad is old-fashioned and relentlessly relaxed. It 








The social fabric of 
skiing has changed, 
but there has been 
no revolution. 
Privilege lives on 
without a blush 
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America in 1988 will be dominated 
by one question. 

Who is most likely to succeed 
President Reagan? 

With the candidates barely 
up and running, Hart and Biden 
have already come a cropper. 

Leaving the race one of the most wide 
open in history. And the outcome conspicuously hard to predict. 

However, for those who prefer not to be in the dark, help 
is at hand. 

‘The World in 1988? is a magazine that's designed to leave 
you wise before the event. 

Written by journalists, consultants and analysts from 
Business International, The Economist Intelligence Unit, 
and the rest of The Economist Group, it predicts the likely 
course of national and international events in the year ahead. 

(Yes, even the American elections.) 

‘The World in 1988? is now available at good newsagents. 


We're certain that you'll find it uncannily [hi 
accurate, and thoroughly entertaining. What else 
would you expect from the magazine of the year? — PUBLICATIONS 


' x J ` \ f , i m = za i> mau ‘a or 
NOW AVAILABLE. 
P \ "S EA w- « ES T hia j s y i xd E i ony UE 


thy. 






finance. 

T), ie, PUSH: busina X in 

di ds in ogg ent in Joy NN 
FISK: ony, sions in 19s re in 3 URN, 


Fconomist 








ST Ss 


sits in pastures at a mere 1,000 metres, not much 
more than half the altitude of St Moritz. It often 
rains instead of snowing. So the denizens of 
Ostaad—show-business people and old European 
nobility who mostly own their own chalets—have 
no cause to be more obsessed with skiing than St 
Moritz's guests are. They repair to the unpreten- 
tious Olden Inn for tea. 

The Swiss rivals are purposefully expensive. 
They pitch prices high to get the clients they want. 
They do not deal in package tours (though both Pal- 
ace hotels will bend to what they call "arrange- 
ments", their term for group bookings for Ameri- 
cans). St Moritz wins the prize for blatant 
exclusivity. At the summit of its old rack-and-pinion 
railway sits the Corviglia ski club, a pink stone hut 
boring enough from the outside to fend off all inter- 
est. Its 130 members, an assortment of British peers, 
Greek shipowners, Wall Street financiers and all the 
mega-industrialists who congregate in the Engadine 
valley, are assured of finding themselves in the right 
company once inside this most private of mountain 
citadels. They do ski, but they mainly sit on the 
club's terrace and eat well. They loathe intrusion. 
The club secretary cannot give the slightest informa- 
tion on the Corviglia, founded in 1930, without 
clearance from Prince Constantin of Liechtenstein, 
a committee luminary. 

Ostaad's response is the Eagle ski club. It has 
more than 600 members and is rather more open to 
guests. Postwar in origin, it was set up by a defecting 
steward from the Corviglia. The Eagle is a relaxed 
imitation of the Corviglia, and does not seriously 
claim to be as smart. But Eagle members have breed- 
ing and money too. Prince Rainier of Monaco and 
the Duke of Cadiz are prominent members. Al- 
though St Moritz scoffs at Gstaad (“a little watering 
hole," says Mr Andrea Badrutt, owner of the bigger 
place's Palace hotel), and Ostaad thinks St Moritz is 
painfully pompous, it is not unheard of for the well- 
connected to hold membership of both the 
Corviglia and the Eagle. 

Once a year, skiing does demand serious atten- 
tion from the two clubs' members. They hold a 
three-cornered competition with the Ski Club 18 
from fashionable Cortina d'Ampezzo, a Dolomite 
town which used to be a forward defensive strong- 
hold of the Republic of Venice. Cortina is one of 
those traditional resorts that claim to have invented 
Alpine skiing. Organisation of the race can make 
the blue blood of Europe boil. Two years ago, this 
responsibility fell to the Corviglia, which, as home 
team, took the unusual decision to make the contest 
a special slalom event (the St Moritz gang happened 
to have a specialist to call upon). Eagle objected, ar- 
guing that tradition required a straightforward 
downhill, and boycotted the race when Corviglia 
would not relent. 

If the social pattern has not changed much in 
the oldest resorts since Alpine skiing began, across 
the world's mountains it has changed a lot. It would 
not be possible for the number of skiers to quadru- 
ple in 25 years without there being a change in their 
socio-economic make-up. Skiers used to stay exclu- 
sively in hotels or their own chalets. Now the major- 
ity stay in cramped new apartments specially de- 
signed for skiers, or in rented rooms. 

The developers have contributed to the change 
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with mass-market construction. And, mountain 
folk themselves, whatever their social background 
or resources, have taken to the sport that planted 
itself among them. At least one in three Austrians 
and Swiss skis regularly. It is comparatively inexpen- 
sive for them. For non-mountain people who must 
pay just to get to the slopes, the entry ticket has long 
ceased to be class; it is cash. 

Yet some of the new breed of skiers still seem to 
expect a dusting of class to settle upon their dacron 
anoraks. Japan's 10m skiers, who are not all wizards 
of industry or finance, clearly tend to regard the 
sport as a mark of social standing. They began tak- 
ing to it in large numbers after the Sapporo Winter 
Olympics in 1972; they mostly do it on their north- 
ern island of Hokkaido where icy winds whip across 
from Siberia, or in groups visiting the European 
Alps and America. Hokkaido does not offer the 
best skiing; its mountains are not spectacular. But 
the Japanese, stoically, without fuss, will stand in 
abominable two-hour queues to get the chance to fly 
down them. They buy the most expensive equip- 
ment. Those who drive to Hokkaido by car from 
Tokyo and other big cities to the south display their 
skis with overt prominence on their car-roofs. 

The package-tour industry has helped to 
broaden the skiing class, though less than it would 
seem. Only the British are devoted to the package- 
tour concept, which often earns them curses from 
resorts for not spending enough in the mountains. 
Other West European skiers show no particular in- 
terest in packaging since it is generally quite easy for 
them to get to the mountains by car. America’s ne- 
glect of winter-sports packaging is hard to explain, 
considering what Americans will do to get a deal. 
British tour operators give customers a week or 
more of skiing (at anywhere from vaunted Swiss re- 
sorts to huts in the Pyrenees) for not 
much more than half what it would cost 
them to go on their own. The companies 
act as bankers-cum-tour organisers. They 
take payment from clients two months or 
so ahead of their departure, and invest it 
for interest, having negotiated cut-rate air 
fares, accommodation, meals, ski-rentals 
and lift passes. 

Having fathered Alpine skiing, the 
British now do it with furious enthusiasm 
but in small numbers. Around 500,000 
Britons ski (three-quarters of them in tour 
groups), compared with 5m West Ger- 
mans. Still, the social changes that have 
occurred in the British market probably 
reflect the international trend, according 
to Thomson, the largest British tour oper- 
ator. Close to 20% of British skiers are 
working class. That proportion is rising, 
but not dramatically. The overwhelming 
majority comes from the business, profes- 
sional and white-collar classes, and Thom- 
son does not foresee much change in the 
balance. The company has put together a 
pen-portrait of 1988's typical British skier: 
male, aged 25-30, engaged in business, res- 
ident of Tunbridge Wells (a synonym for 
affluent south-east England). This, before 
the term went out of fashion, was the per- 
fect yuppie. 
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‘| To avoid anarchy 
| while queueing for 
> a lift, go to 
America, where 
| order and courtesy 
reign. But with the 
discipline come 
restrictions 
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This is America: we try harder 


LPINE skiing in America is even younger than 
in Europe. True, it can cling to a nineteenth- 
century myth or two, like that of Snowshoe Thomp- 
son who emigrated to America from Norway with 
his family in 1837 at the age of ten. Twenty years 
later, dimly recalling from his childhood what skis 
looked like, he fashioned himself a pair almost ten 
feet in length and used them to carry mail across the 
Sierra Nevada mountains in winter. This meant 
teaching himself impressive downhill skills that no 
one else knew. 

Most of America’s best ski resorts grew out of 
rough ore-mining communities. By the 1930s they 
were mined out and virtually abandoned. Resort 
names like Copper Mountain attest to that. 
Wealthy Aspen, a long ride into the Rockies from 
Denver, has kept the facade of a silver-mining town. 
In most cases, the transition occurred well after the 
second world war. Then scores of purpose-built re- 
sorts sprang up independently in the late 1950s and 
1960s. Vail, Colorado, does a pleasing imitation of a 
gemütlich Austrian village with modern fittings for 
the Wall Street crowd. Americans ski widely in 
stone-cold New England and along the California- 
Nevada border, but the Rocky Mountain states led 
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by Colorado and Utah provide the best sites and 
conditions for skiing. 

The United States reckons to have 1,000 ski re- 
sorts (though a lot of these are one-drag shacks that 
Europeans might not count as a resort); in Europe 
there are around 700. The Rockies are not as sharp 
and rugged as Europe's Alps. They have the eleva- 
tion, but their peaks seem squatter. The panorama 
they offer is less majestic. Their slopes are less de- 
manding. But the Rockies have advantages: match- 
less light-powder snow and a determined sun which 
does a fair job of beating the clouds right through 
the season. In Europe, where the snow is heavier, 
the sun can never be counted upon. 

Americans also provide friendlier service, 
which helps in a sport that is full of gratuitous hu- 
miliations. At Vail, college-age liftmen give every- 
one the customary “hi, how ya doin?” and make 
sure that you get away cleanly on the lift. In France, 


liftmen seem to derive their job-satisfaction from 
withholding useful warnings about bucking drag- 
lifts or chairs that lurch round to chop the unwary 
on the calf. 

Disciplined Americans also manage queueing 
better. They separate skiers into queues and place 
queue-marshalls at strategic points so that every de- 
parting seat is filled. Europe seems incapable of such 
discipline. So many nations of clashing moeurs ski 
together that old rivalries explode into war in the 
ski queues. Zermatt, in Austria, has sworn in 30 
piste police merely to break up queue-fights. Shoul- 
ders and ski-tips are the vital weapons. Getting one 
shoulder ahead of a queue-competitor means gain- 
ing an extra foot on the ground. Going for the hint 
of a gap with the ski-tips and driving forwards is an- 
other sure winner. The English, sharper than in Sir 
Arnold's day, have as usual drawn up a set of rules: 
always talk a foreign language when queue-barging 
(that way you can blame it on the Germans); wear a 
headset (to avoid having to listen to abuse); never 
get drawn into friendly conversation (this is sure to 
lose ground). 

Americans who stick to their own mountains 
need not familiarise themselves with these vital 
rules. They may encounter further novelties. At 
Utah's Park City, also a former silver-mining town, 
floodlights on lower pistes allow skiing until almost 
midnight. Neighbouring Deer Valley, which prides 
itself on being more expensive than Switzerland's 
haughty St Moritz, has made butler-service its trade- 
mark. Uniformed valets ferry visitors' skis back and 
forth across the snow between arriving cars and ski- 
lifts. Deer Valley avoids crowds by dispensing its 
costly ($35-a-day) lift passes to no more than 3,500 
people. No European resort seems to have thought 
of applying this crowd-curbing, queue-deleting 
stratagem. New Yorkers, Californians and Texans 
are invited to Deer Valley to be pampered. It has 
gold fittings in its public lavatories. “Our valets will 
blow your nose for you if you like," says its public- 
relations director. 

This kind of skiing hardly constitutes an escape- 
into-the-wild. Nor, in truth, does North American 
skiing in general—except if you go to Canada’s un- 
trodden Bugaboos to be dropped by helicopter on 
to daunting wastes of powder snow. In the United 
States safety is an obsession that curbs thrills and 
adds heavily to the expense of skiing. Resorts are 
usually restricted to a single mountain, in contrast 
to European centres where lift-networks link up ski- 
villages across several mountains and create hun- 
dreds of kilometres of inter-connected pistes. Amer- 
ican ski operators usually fence off the domain they 
own, keeping their well-managed pistes inside the 
fence and closing out what to most European skiers 
would be off-piste territory begging to be tamed. 

This has to do with insurance. In a nation of 
lawyers, the threat of being sued over skiing acci- 
dents obliges American resorts to spend a fortune 
on safety—and to pass on the cost to the skier. 
Ubiquitous danger signs cramp the sense of free- 
dom that the sport was meant to provide before all 
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else. At Snowbird, a relatively rugged spot above 
Salt Lake City, the operator of the cable car gives 
his passengers a serious communal pep talk to drum 
safe-skiing rules into them before letting them loose 
on the slopes. Everyone listens. Depress the taste for 





adventure it may, but it seems to have paid off in 
another respect. America's National Ski Areas 
Association says the rate of serious injuries (broken 
legs, broken arms) has stabilised at one per | m skier- 
visits; at the start of the 1970s it was six per 1,000. 





The pain is over 


NYONE who is just starting to ski (and thus 
able to appreciate how devilishly tricky it is) 
cannot help but be surprised and irritated by the 
extraordinary number of not noticeably stream- 
lined or co-ordinated people who appear to have 
mastered it. They glide and tack as though they were 
mountain-bred, and then turn out to be Dutch. 

The absolute beginner should not feel put out 
for long. Learning to ski has become easier than it 
was ten years ago. The rule used to be that you spent 
three weeks (meaning two or three separate holidays 
for most people) snowploughing your way through 
beginners' classes before you could advance to the 
higher slopes where the excitement is. Instructors in 
both America and Europe now count on teaching 
beginners the rudiments in only three or four days. 
They are then set free. 

Modern plastic boots rising halfway to the knee 
are one reason for the advance. “You can't fall for- 
wards or backwards," says Mr Toni Sailer, an Aus- 
trian Olympic star of the 1950s who now runs the 
Kitzbühel ski school. Ever-evolving skis provide bet- 
ter balance. And instructors are less rigid about im- 
posing next-to-impossible styles, like the 
destabilising art of keeping the legs clamped to- 
gether. This contortion was fashionable in the mid- 
1970s. Mr Sailer has seen many fashions come and 
go. He says you can keep your legs together or apart, 
or however you feel most comfortable (six inches 
apart is advisable). In any case, good Alpine skiing, 
he says, rests on two essentials: how you use your 
knees and where you throw your weight. 

That is Mr Sailer’s verdict. Violent disputes 
over such finalities litter the past half-century. The 
French insisted between the wars that the shoulders 
were the key to turning. The “French school” had 
many true believers. The Austrians held at the time 
that both knees and shoulders should be used, in 
unison. Their doctrine prevailed because Austrians 
were the best teachers. The first ski instructors were 
Austrian soldiers assigned to mountain-patrol du- 
ties during the 1914-18 war. Afterwards, they mi- 
grated to Switzerland and France, even to America, 
to find jobs that rewarded their curious skills. 

Soon the “Austrian school” came to discard 
shoulder-thrusts altogether from the turn. The 
French refused to accept that this could be right un- 
til the 1950s. Even now, no two of the national ski 
schools anywhere in the world practise quite the 
same methods. American instructors appear to be 
breaking ranks once more by down-grading the 
knee, at least for beginners. In the Rockies, they are 
teaching beginners to use their ankles within their 
streamlined boots to steer their skis. 

On one count there is now universal agreement: 
skiing must be as natural as possible. That should 
comfort those who have sought to avoid mental 
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burn-out on the slopes by wilfully ignoring the dis- 
tinctions between the stem turn, the stem Christie 
(from Christiania, the old name for Oslo), the paral- 
lel turn, the jump turn and so forth. Unless the ski 
schools are deceiving their pupils, the "natural 
turn" should now be everyone's goal. 

At the outset, when the British were still at- 
tempting to impose the rules, the most arduous part 
of skiing was getting to the top of the mountain vou 
wanted to slide down. Settling that problem has 
brought the greatest of all pain-relieving changes in 
the sport. 

Until the 1930s, except at a few 
wealthy resorts like St Moritz which had 
built funicular railways, the only solution 
in Europe was to climb up on skins, skis 
across the shoulders. In America, mining 
camps offered a rough alternative. Skiers 
could jump aboard rolling ore carts. One 
of the first experimenters with motorised 
lifts was Jean Pomagalski, a French engi- 
neer of Polish origin who set up a work- 
manlike rope-tow at Alpe d'Huez, near 
Grenoble, in 1934. The company he 
founded under his name leads the ski-lift 
industry today, with ^X Austria's 
Doppelmeyer and a few Swiss and Ameri- 
can companies in pursuit. 

The Pomagalski company, known as 
Poma to tongue-tied foreign customers, 
produces ski-lifts that look as though they 
would land you on the moon if mis-pro- 
grammed. Most of these sleek monsters 
are born on a rockface that rises just be- 
hind its Grenoble headquarters. The task 
of the international lift-makers each sea- 
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son is to move more people faster in greater safety to 
the top of the mountain than they did the season 
before. Mission accomplished. The average capacity 
of individual lift systems has doubled in ten vears 
from 1,200-1,500 passengers per hour in 1977 to 
2,400-3,600 in 1987. The accident-rate, it seems, has 
not increased. 

Poma, with annual sales exceeding $100m, is 
concentrating on new detachable chair-lifts and 
paunchy gondolas that seat 12 skiers. The advan- 
tage of the four-abreast detachable chairs is that 
they slow down almost to a halt at the departure 
terminal to allow skiers to mount without panic, 
then accelerate when airborne to twice the speed of 
the conventional one-speed chair. The bulbous gon- 
dolas with 10-12 seats—compared with the regular 
version's four-six seats—achieve a record capacity 
of 3,600 passengers per hour at peak-season stretch, 
floating up at 22 kilometres an hour. Since there is a 





continuous flow of these gondolas arriving at the 
departure terminal, queueing is minimised even 
when hordes of skiers want a ride. 

These people-moving innovations have shown 
up the limitations of cable-cars, those solitary bus- 
like cabins that swing high over valleys and cliffs. 
They travel almost twice as fast as the newest gondo- 
las, but shift skiers at only half their hourly rate. 

Even Poma admits that waiting will never be cut 
out altogether. The ski industry cannot afford to di- 
vorce itself from the economic peaks and troughs of 
the season. When planning lift-capacity, it would 
make no economic sense for resorts to take the over- 
crowded Christmas-New Year and Easter periods as 
their seasonal norm. They have to pitch operating 
capacity somewhere below that. Nonetheless, the 
lift-makers seem convinced that the worst night- 
mares of queueing are over. Forty-five million skiers 
hope they are right. 





A schuss too far 


HE good Sir Arnold Lunn plainly thought that 
skiing was the answer to every ill, even a na- 
tion's behavioural defects. In his "History of Ski- 
ing", published in 1927, he contrasted the way the 
average Englishman and the Swiss spent their week- 
end. 
The former, at best, escapes into the country on a bicy- 
cle. At worst he spends Sunday loafing around the cine- 
mas or public houses. In Switzerland this type is almost 
unknown. Lake, river and mountain...empty the 
towns during the weekend. 


To enthusiasts like the Lunns, skiing would put a 
poor devil right. It was a health tonic. The adven- 
ture was being in the unpredictable grip of the 
mountains and winning through. 

It is, of course, all much easier now, however 
unmolested the mountains look from the air. Trac- 





tors go out like panzer divisions at dawn to flatten 
the slopes from summit to parking lot. That allows a 
moderate skier to descend an entire mountain in 
not much longer than it takes to go up it in an ex- 
press lift. Fully-fledged rapid transit systems cover 
more terrain than the Paris Metro, linking moun- 
tain to mountain via changeover stations and lift- 
junctions. You need a lift-map to get around. This 
means that everyone can ski more, in distance cov- 
ered, than ever before. It also heralds a mad inver- 
sion of the queueing problem: bottlenecks are being 
transferred from the lift terminals to the pistes— 
and to the counters of the fast-food joints that have 
sprouted across the high snows. 

In Europe at least, skiers can venture far off- 
piste to seek adventure, though they run the risk of 
starting avalanches when trying uncharted snow. In 
America they are more restricted. The challenge has 
begun to pale. Young skiers on both continents 
who have had their fill of the same manicured pistes 
are turning to monoskis, surfboards and other odd 
gadgets to sustain the sense of challenge. 

All the technological strides made in skiing are, 
on the face of it, positive. They have reduced the 
fears and discomforts that historically have stopped 
one-third of those who try skiing for the first time 
from ever going again. But the sport may be in need 
of something fundamentally new, something as ele- 
mentary as Zdarsky's invention of the turn. 

One sign that the adventure-quotient needs at- 
tention is the birth in America of "inner skiing". 
This is mental therapy to improve faltering enjoy- 
ment, modelled on the ego-care that California felt 
it needed in the 1960s to overcome the crisis of ma- 
terial success. Skiing has been successful. It has na- 
ture's magic on its side; wind, sun and cloud change 
the aspect of the mountains every day. But it must 
not allow over-herding, over-manicuring and over- 
building to squeeze the fun and surprise out of it. 
Skiers will hope that Toni Sailer, a seer of the 
mountains, is wrong when he says of the act of slid- 
ing downhill on skis: "Every method has been tried. 
There are no more changes to come." 
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RACE, VOTES AND POWER 


The numbers game 


Because fertility often goes with poverty, subjugated peoples are liable to 


propagate more quickly than their sub 


some e-ups round the world. 

APOLEON, in one of his less sensitive 

moods, is said to have remarked that 
“the most useful woman is she who can pro- 
duce the greatest supply of cannonfodder.” 
His was the appeal of expansionist national- 
ism. Stalin, who gave medals to “mother 
heroines” with ten children or more, was op- 
erating on the same principle. Numbers 
mean power. This applies not only to the 
power of Napoleon's France or Stalin's Rus- 
sia, but also to relations between people of 
different races who share the same 
piece of territory. 

For South African blacks, Soviet 
Tadzhiks, and the Palestinians under 
Israeli rule, fertility shortens patience 
with political exclusion as well as in- 
creasing the ability to challenge it. In 
1798 Malthus explained to those not 
nourishing Napoleonic dreams that 
the world's population was fast out- 
growing its resources. Malthus feared 
that population would increase geo- 
metrically while food production grew 
arithmetically. Birth control and the 
industrial revolution proved that 
wrong, but Malthusian fears remain. 
Population expansion does intensify compe- 
tition for food and elbow-room between dif- 
ferent groups within a society. 

That competition will take various 
forms in various countries. In the world's 
more fortunate parts, the growth or contrac- 
tion of rival races brings changes in power 
through the simple mechanism of the vote. 
Take urban America. In the 1960s and 
1970s whites moved out of city centres, and 
blacks took their place. The whites in their 
new suburbs were no longer eligible to vote 
for the city mayors, so black voters came to 
dominate city elections. 

In Atlanta, the proportion of blacks 
within the voting perimeter rose from 3896 
in 1960 to 5196 ten years later. The majority 
of the voters remained white, because of the 
blacks' low rate of registration (itself partly 
due to their relative youth). But those blacks 
who did register were more likely to vote for 
black candidates than whites for whites. In 
1973 Mr Maynard Jackson became Atlanta's 
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jugators. In time, expect this to cause 


first black mayor. The pattern repeated it- 
self. Three more American cities that got a 
black majority in the 1960s— Gary, Newark, 
and Washington Dc—all acquired black 
mayors in the 1970s. Today, some 300 
American towns are governed by blacks. 

In Britain's less personality-based poli- 
tics, concentrations of blacks and browns in 
some electoral areas have also translated 
into political representation—though in a 
less direct way. Britain's blacks do not neces- 





sarily vote for blacks; they vote according to 
party. In the general election of 1983 the 
Asian Social Democratic candidate in the 
constituency of Manchester Central got 596 
of the white vote. He did better among non- 
whites, 1696 of whom supported him—but 
81% of non-whites voted for the white La- 
bour candidate. And in two Birmingham 
constituencies (Ladywood and Sparkbrook) 
the non-white candidates standing for the 
Conservative and Alliance parties attracted 
a smaller percentage of the black and Asian 
vote than of the white one. In both in- 
stances, four-fifths of the ethnic-minority 
vote went to Labour. 

Party-led voting produced an all-white 
British parliament in 1983. But the loyalty of 
ethnic minorities to the Labour party was re- 
paid in 1987. In that year's election Labour 
put up 14 non-white candidates, one more 
than the combined total for the Conserva- 
tive party and the Alliance. Three of 
Labour's stood in seats where the party's ma- 


jority exceeded 2096. They, and one other, 
duly got elected. 


Many countries do not have the luxury 1 


of a political system free enough to re 
the growth of a racial minority. Britain's 


blacks and Asians arrived after its democ - 


racy, and in sufficiently unthreatening num- 


bers (they now make up 596 of Britain's — 


population) to be absorbed with relative 


ease. There were also reassuringly few Amer- — 


ican blacks when keeping them off voting- 
registers by devices such as literacy tests was 
made illegal in 1965 (in 1970, blacks made 


up 12.596 of the population) Anyway, 


America's commitment to democracy was 
too strong for black exclusion to persist. But 
in countries where the ruling race is not so 
democratic, and not so confident in the 


power of numbers, racial minorities are not 


allowed to vote themselves a slice of power. 


Ignore, fiddle . . . 


There are, roughly, three techniques for 
stopping them. Russia's is the sim- 
plest. Political power in the Soviet 
Union does not depend on votes, so 
the growing numbers of southern 
Muslims—Uzbeks, Tadzhiks and the 
rest—have no obvious way of chal- 
lenging control by the Russians who 
still make up half of the Soviet 
Union's population. 
Other countries less cheerful 
about dispensing with democracy de- 
vise subtle means of giving racial ri- 
vals the vote without ceding any 


ana, and Fiji in the South Pacific. 

Both were British colonies, and in 
both the British aimed to protect the race 
they found in the place when they arrived. 
The Dutch, who ruled Guyana until 1814, 
brought Africans across the Atlantic to 
work on the sugar plantations. The British 
freed them (along with other slaves) in 1833. 
They also ended the exploitation of Fijian 
labour by white sugar-farmers when they an- 
nexed the islands in 1870. In both cases Brit- 
ish protection had an unintended effect. In- 
dentured Indian labour was brought in to 
produce both countries' sugar, and the con- 
ditions for racial conflict were laid. 

By the 1950s, when party politics in 
Guyana got under way, Indians outnum- 
bered blacks. The Indian Progressive Peo- 
ple's party defeated the black People's Na- 
tional Congress comfortably in the elections 
of 1957 and 1961. The blacks took this un- 
kindly. Their rioting and the Marxist fla- 
vour of the Indian party persuaded the Brie 
ish governor to alter the constitution in 
their favour. In 1964 first-past-the-post vot- 
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ing was replaced by unBritish proportional 
representation. This allowed the blacks, by 
allying themselves with the one-tenth of the 
population who were white or American-In- 
dian, to defeat the Indians in that vear's 
election. 

Such niceties were not enough in Fiji. 
There, the Indian immigrants already out- 
numbered the indigenous Melanesian Fiji- 
ans in 1946. The British turned down the 
Indians' demands for a straightforward one- 
man-one-vote democracy. In 1970, along 
with independence, the Fijians got a 
constitution as biassed as it was com- 
plicated: eight out of 22 members of 
the Senate would be nominated by 
the entirely Melanesian Great Coun- 
cil of Chiefs; and the House of Repre- 
sentatives would be filled by a partly 
communal system of voting that also 
favoured the Melanesians. 

South Africa's white govern- 
ment, like Britain's colonial adminis- 
trators, believes in the idea of voting 
just enough to feel uncomfortable 
with Russia's openly anti-democratic 
route. The ruling National party, after 
all, was helped to power in 1948 by 
the fertility of its Afrikaner support- 
ers. Instead, President P.W. Botha is 
now trying, as the British tried in Fiji, 
to establish a communal system of 
voting: one which stacks the cards in 
favour of his white tribe. In 1984 elec- 
tions were held for two new (more or 
less powerless) chambers of parlia- 
ment: one for coloured (mixed-race) 
people, another for Indians. The elec- 
tions were not a success: only 3096 of 
mixed-race voters and fewer than 
2096 of Indians bothered to vote. 
This has kept Mr Botha from intro- 
ducing a fourth chamber for his coun- 
try s biggest racial group, the blacks. 


+. + Or eject them 


In the past, however, South Africa's white 
government has tried the third method of 
solving the problem. It tried to denationalise 
its blacks by creating “homelands” for them, 
citizenship of which would replace citizen- 
ship of South Africa. Blacks would then be 
welcome to take part in elections—but not 
in those of white South Africa. Denation- 
alisation failed. A third of a century later, 
only four of the ten homelands have agreed 
to become independent (though another, 
KwaNdebele, is teetering on the brink). In 
1986 Mr Botha discarded the idea by con- 
ceding that citizenship of a homeland, even 
one that had accepted independence, did 
not mean losing South African citizenship. 
No other country has matched South 
Africa's denationalising scheme. But plenty 
have avoided nationalising foreigners who 
have come under their jurisdiction by con- 
quest or other means. If the Palestinians in 
the territories occupied by Israel in 1967 be- 
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came Israeli citizens, two-fifths of the Jewish 
state's population would suddenly be non- 
Jewish. West Germans, whose birth rate 
has slumped, would be feeling the demo- 
graphic challenge of their Turkish "guest- 
workers" if they were granted German na- 
tionality and voting rights. 

Still more so the oil states of the Gulf. 
Encouraged by generous child benefits from 
their governments, the local populations of 
these countries are growing healthily—but 
not fast enough to overcome the challenge 
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posed by all the foreign workers they have 
brought in. In the United Arab Emirates the 
native population grew by 3.8% a year be- 
tween 1980 and 1985 (and promises to go on 
growing fast, since a fifth of the population 
is under five, and a half under 15). Yet in 
1985 guest-workers in the Emirates ac- 
counted for nine-tenths of the workforce, 
and they and their families represented 
nearly three-quarters of the total popula- 
tion. They enjoy almost no legal rights, job 
security, or entitlement to welfare benefits. 


Beyond the fudging of democracy 


The powerful races of the world may not suc- 
ceed in defeating demography by denying 
democracy. Sometimes, as in Guyana, the 
constitutional tampering succeeds only tem- 
porarily. There, the growth of the Indian 
population continued after the constitution 
was changed to push them out of power. In 
1960 Indians made up 48% of the country’s 
population; by 1970 they accounted for 


52%. That gave them the electoral edge over 
the black-white-American-Indian alliance— 
and proportional representation would have 
worked their way. The black government re- 
sponded by postponing the election due in 
1978. When voting was held in 1980, visit- 
ing British worthies found government sup- 
porters voting twice, and indignant opposi- 
tion supporters who had been left off the 
register on the ground that they were dead. 

Persistently denied power through the 
vote, underdog races will often seek it by 
baring their teeth. Look at the chaos 
that is Lebanon. When the French 
left it in 1943, they bequeathed to 
Lebanon the National Pact, which di- 
vided power among religious groups 
according to their size. A census car- 
ried out in 1932 had reported that the 
Maronite Christians were the largest 
group (29%), followed by the Sunni 
Muslims (22%), the Shia Muslims 
(20%), and the Druzes (7%). Accord- 
ingly, the National Pact laid down 
that the president would be a Maro- 
nite, the prime minister a Sunni, the 
speaker of parliament a Shia. At every 
level of government, Christians and 
Muslims would be represented in a ra- 
tio of six to five. The army would be 
commanded by a Maronite, with a 
Druze as chief of staff. 

This deal, like another brokered 
in 1861 by the Ortoman Turks, who 
ruled the country at the time, fell 
apart because the numbers changed. 
In the nineteenth century the Druzes 
had been accorded second place in 
the division of the spoils; by the time 
of the 1932 census, the more fertile 
Shias and Sunnis had surpassed 
them, and a new share-out of power 
was needed. The same happened to 
the 1943 French division, this time 
because the Shias had raced ahead of 
the rest. 

One guess in 1984 (no census had been 
taken since the one in 1932) put the Shias at 
the top of Lebanon’s population league 
(31%), with the Maronites second (25%), 
followed by the Sunnis (20%) and the 
Druzes (6%). Even in the 1970s the Shias 
could boast the clout of numbers; but the 
Maronites, represented by President 
Sulayman Franjieh, were not minded to al- 
low the Shias a bigger share in government. 
So in 1974 a Shia leader, Imam Musa Sadr, 
urged a rally of 75,000 supporters to fight for 
Shia political rights. That was the main 
cause of the civil warring that began in Leba- 
non in 1975, and has barely let up since. 

To see how growing numbers make the 
resort to violence more likely, think back to 
Malthus. When population growth outstrips 
the growth of the economy, competition for 
scarce resources gets fiercer. The fertility of 
black South Africans and the Palestinians 


living under Israeli occupation has contrib- 
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uted to a rise in joblessness among them. 
Competition for resources becomes all the 
sharper when those the government pro- 
vides are anyway in short supply, because 
the government favours one race. The Pal- 
estinians' social services are mostly paid for 
by Jordan and other Arab sympathisers. 
South African blacks, however, depend on 
the white government for housing, school- 
ing and the rest. Five hundred thousand 
black families are without homes. The 
whites have a housing surplus. 

To Malthus, add some social psychol- 
ogy. The more densely people are packed to- 
gether, the more likely they are to be violent. 
The more workers are involved in a labour 
dispute, the greater the odds on violence. 
The bigger a university, the more likely stu- 
dents are to riot. Apply this to subjugated 
races. As fertility brings overcrowding, too 
many demands come from too many people 
("stimulus overload", in the jargon). Extra 
children mean less parental attention for 
each one, and less chance of a decent educa- 
tion. Large numbers of under-educated, en- 
ervated, and under-employed young people: 
these are the ingredients of insurrection. 


Who blows up next? 


Given that fertile subject races can challenge 
their masters in two ways—by casting either 
votes or stones—which of today's racial bal- 
ances of power will be overturned the day 
after tomorrow? Some of the answers are ob- 
scure, because obscurity has been imposed 
on them. Nobody knows how many Kurds 
there are in Turkey because the govern- 
ment carefully avoids finding out: some of 
the organisers of the latest census were pros- 
ecuted for asking whether people spoke 
Kurdish. Northern Ireland’s most recent 
census, in 1981, did ask people to declare 
their religion, but a fifth declined to do so. 
Nothing daunted, we have looked into our 
crystal ball, and offer some predictions. 

In some parts of the world, the under- 
dogs are no more fertile than their masters, 
so they do not present much of a challenge. 





Thus Australia's aborigines, the Soviet 
Union's Estonians and Latvians, the Indi- 
ans of Amazonia. In Singapore, the birth- 
control policies of Mr Lee Kuan Yew have 
reduced the fertility of the Malay 1596 of the 
population (along with that of the Chinese 
majority) to below replacement rate. 

In Malaysia, where racial tension led to 
over 100 people being put under detention 
in October and November, the government 
says it wants to raise the country's popula- 
tion from its present 15.2m to 70m. Expect 
Malthusian pressures to cause more trouble 
between the Malay half of the population 
and the Chinese third. But expect, too, the 
Chinese to remain politically subordinate to 
the Malays, so long as the Chinese are the 
richer group; that will probably keep them 
less fertile. 

Likewise India’s separatist Sikhs. In the 
ten years up to 1981, the Sikh population 
grew by 26%, compared with 21% for Hin- 
dus. But the Sikhs may have become less fer- 
tile since then. They tend to marry later than 
Hindus; and they have accepted family plan- 
ning more readily than any other group in 
northern India, just as they enthusiastically 
accepted the agricultural innovations of the 
green revolution. If the Indian government 
handles it with firm intelligence, the Sikh 
clamour for an independent Khalistan may 
quieten in the course of time. 

In Fiji, the grip of the Melanesians 
seemed to be slipping this year. April's elec- 
tion gave Fiji its first government with a ma- 
jority of Indians since independence. The 
Melanesians had to use military force to stay 
in power. The 1986 census, however, sug- 
gests that the Melanesians’ position may be 
slowly strengthening: their share of the 
population had risen to 46% (two percent- 
age points more than in 1976), while that of 
the Indians had fallen to 49% (compared 
with 50% before). This year's Melanesian 
pair of coups may remove the Indians' de- 
mographic edge entirely. Large queues of In- 

ians have been seen outside the New Zea- 


land and Australian High Commissions 





































since September. 
In the United Arab Emirates, Aral 
parents worry about the corrupting influ- 
ence of Sri Lankan and Filipino nannies on 
their children, as well as about graver dan- ^ 
gers. Periodic mutterings are heard that 
something is needed—South Aírican-s "de 
pass laws!—to keep the foreigners unc x 
control. In other Gulf states such as Saudi — 
Arabia, Kuwait, and Oman, where the 
grant workers come mostly from elsewhere | 
in the Arab world, governments fret abc it 
the dangerously libertarian instincts of 
guest-workers from less authoritarian coun- 
tries like Lebanon or Egypt. Maybe the Gulf - 
governments can soon relax a little. Since 
1985 the number of foreign workers in the 
Gulf has started to decline, along with the 
Gulf's economy. The United Arab Emirates. 
shed 21,500 of its 598,500 foreign workers — 
between 1985 and 1987, and the process is 
likely to continue for a few years yet. | 
je as important, none of the foreign. - 
workers in the Gulf is unemployed; those — 
who are rapidly get sent back home. They - 
are paid better than they could expect to be 
elsewhere. And it is not just the Gulf govern- 
ments that think that most of the foreigr 
workers do not need citizenship or political — 
rights; in a way, the workers concur. Three- 
fifths of the Asian workers in the Gulf, who 
make up nearly three-quarters of the immi- 
grant population in the United Arab Emir 
‘ates, go home within five years; another fi 
leaves within ten. Arab immigrants 
more effort to put down roots. But the Gulf 
governments have succeeded in making | 
them short roots: more than half are 
within ten years. 
here, demography may matter 
more. In Northern Ireland, allowing for 
those who refused to declare their religion 
(and for the omission of around 46,000 
ple from the census because a cens er 
got murdered), the Catholic minority is be 
coming less of a minority. One expert's guess | 
is that it rose from 36.896 of the population — | 
in 1971 to 38.296 ten years later. Ethnic AL ` 
banians in the Yugoslav province of 
Kosovo already have numbers on their sic RT 
there are more than five of them to each 
Serb or Montenegrin. They are a minority in _ 
the republic of Serbia, of which Kosovo is | 
part, so they want Kosovo to be made a re 
public in its own right. If the Serbs continue — 
to refuse this, they will be taking on a people - 
whose numbers grew by a third between 
1971 and 1981, while the Serbian and Mon- 
octo population of Kosovo shrank by 
1196. 
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The Russians face a similar demo- 
graphic threat from the Muslim peoples they 
rule in central Asia (see graph opposite). Be- — 
tween 1959 and 1970 the population of the — 
Muslim republics grew 2.4 times faster than 
that of the Soviet Union as a whole; and in } 
the 1970s, when the Russian birth rate fell, 
2.7 times faster. The Muslim birth rate may : 
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now be starting to fall too, but not much. 
Between 1986 and 1987 the populations of 
Uzbekistan and Tadzhikistan rose 2.996 and 
3.4% respectively; that of the Russian repub- 
lic by only 0.9%. 

This Muslim growth will probably not 
cause the break-up of the Russian empire. 
Only in Tadzhikistan, which borders on Af- 
ghanistan, are there yet any signs of separat- 
ism. But growing numbers mean keener 
competition with the Russians, who have 
been moving into central Asia since the 
nineteenth century. 

The Russians have lately been trying to 
turn Mr Mikhail Gorbachev's anti-corrup- 
tion campaign into a tool for removing 
Asians from their jobs. And the more 
Asians there are, the harder it will be for the 
Soviet Union to haul itself from the third 
world into the first. Hospitals and other so- 
cial services will be overburdened (infant 
mortality in Uzbekistan and Tadzhikistan is 
already twice the Russian republic's figure). 
And the region may not stay politically doc- 
ile. If Russia's modernising mission in the 
Muslim republics is defeated by demogra- 
phy, there could be fundamentalism to fear. 


Two ticking away 

The world's two most obvious population 
time-bombs sit under South Africa and, in 
a different way, Israel. The South African 
government's own (optimistic) calculation is 
that the country's black population is grow- 
ing nearly twice as fast as that of whites. To- 
day, blacks outnumber whites by nearly five 
to one. In the year 2050 there will probably 
be more than 14 times as many blacks (see 
graph above). Between 1960 and 1985, un- 
employment rose from roughly l'àm to 
4lhm; by the century's end, it may be 
nearing 8m. 

Policing the townships is becoming 
more expensive: June's budget increased the 
allocation for the police by a quarter. Spend- 
ing on black education was raised by almost 
as much, in the hope of preventing growing 
joblessness spilling over into violence. But 
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there is a limit to how much more the gov- 
ernment can spend on keeping blacks quiet. 
The more taxes whites have to pay, the more 
emigration will tempt them—and the more 
acute the imbalance of numbers will be- 
come. The more the government relies on 
the taxation of blacks, the louder—and less 
resistible—black calls for representation will 
become. 

The challenge is not so stark for Israel, 
but, as the graph below shows, it is there. In 
Israel proper, within its pre-1967 bound- 
aries, the Muslim majority of the Palestinian 
sixth of the population is twice as fertile as 
Jewish Israel's is. The Palestinian population 
of the occupied West Bank grew by 34% be- 
tween 1970 and 1984, that of the Gaza strip 
by 4396. Fertility is declining in the West 
Bank, from 24.3 births per thousand women 
of child-bearing age in 1972 to 19.2 in 1984, 
but rose in Gaza from 22.5 to 23.3 over the 
same period (though it may now have 
peaked). Emigration is less of a safety-valve 
since the Gulf became less welcoming. One 
estimate suggests that, 20 years from now, 
Israel plus the occupied territories will have 
nearly as many Palestinians as Jews. 

Two-thirds of these multiplying Pal- 


..and Palestinian pressure 


Israel and occupied territories 
population, m log scale 


— 
Jews in Israel 
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estinians are not Israeli citizens. They are 
not much of a drain on the social-service 
budget, since Arab money pays for most of 
that. But their swelling numbers will make 
them increasingly hard to police. And, un- 
like most white South Africans, most Israelis 
cannot stomach the idea of denying political 
rights simply on racial grounds. The 600,000 
Palestinians in Israel proper have the vote, 
and could have a powerful impact on Israel's 
proportional-representation politics if they 
got themselves organised. 

The impact will be even greater if— 
when?—the Palestinians of the West Bank 
and Gaza get the vote. It has been possible 
for Israelis to deny political rights to these 
Palestinians so long as the occupation 
seemed a temporary thing. The longer Isra- 
el's control over the West Bank and Gaza 
lasts, the harder most Israelis will find it to 
sleep easily about this disenfranchisement. 

Most Israelis, unlike most South Afri- 
cans, are an egalitarian lot. The Palestinians 
who live in East Jerusalem, formally annexed 
after the 1967 war, are already allowed to 
vote in municipal elections. If the West Bank 
and Gaza look like staying part of Israel, the 
case for giving their people the vote too will 
be strong. For the moment, most of the East 
Jerusalemites choose not to use their votes. 
But there are signs, from East Jerusalem and 
from the West Bank, that some Palestinians 
are pondering the population card. Why not 
end Jewish rule in Palestine by outvoting the 
Jews, since they have proved so difficult to 
budge by force? 

Racial rivalry in Israel is all the sharper 
because just two peoples are involved, and 
inter-marriage barely exists. Elsewhere the 
numbers game does not apply. In. Brazil 
black and white are too thoroughly mixed 
for focussed competition between them to 
be possible. In America the contest be- 
tween races is blurred by the number of con- 
testants: whites, blacks, Asians and hispan- 
ics. A grand muddle is less worrisome than a 
simple divide. 
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1987 saw the end of the five-year bull mar- 
ket. On Black Monday, October 19th, 


the New York stockmarket fell 22.6% after | 


having trebled in five years. By October 
24th investors in America, Japan and Brit- 
ain were more than $1 trillion poorer. 
Hongkong's market temporarily closed. 
Stockmarkets limped through the remain- 
der of the year. Tokyo was hit less hard 


than the others. Real economic growth | 
continued at between 296 and 3% in most. | 
rich countries, with low inflation, but 


Some EEC and OECD soothsayers predicted 
a less happy new year. 


The falling dollar 


The American dollar touched PR lows | n 


against the yen (around ¥126) and the D- 
mark (DM1.62). The markets were unim- 


-pressed by plans to reduce America’s bud- | 
o get deficit by $30 billion in the current 





zal year, and by West Germany's at- 


7 tempts. to boost its economy with in- 


creased. investment spending. 


Japanese exporters coped well with. di E 


mighty yen by cutting costs and moving 
production overseas, particularly of cars 
| and consumer goods. Helped by govern- 
"ment spending, Japan's domestic demand 
grew by a vigorous 41⁄2% or so in 1987. 


Financial markets 


A big mend backlog posed prob- 
lems as London's newly deregulated mar- 
ket heated up. After the crash, this turned 
to concern about whether some investors 
had the cash to settle at all. They did. 


Job-hopping turned to job-hunting in a 
| shakeout of financial firms. Six firms 
| left the Eurobond market; Chemical Bank 
| in New York moved to cut 2,000 jobs 
worldwide; Salomon Brothers sacked 800 
mployees and quit the American munici- 
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Wall Street investment bank, bought a re- 
tail stockbroker, E F. Hutton. 


Alan [ Greenshan succeeded Paul Volcker 





| as chairman of America’s Federal Re- 





serve Board. He didn't say the right 
things before the crash, bur did 
afterwards. 

|. The debt crisis 


Í Banks increased provisions against. TA 


loans. Citicorp diverted $3 bil- 





lion of its profit into a cushion against loan 


losses, chiefly in Latin America. Other 
British and American banks followed, 
some cursing quietly. 


Brazil stopped servicing its bank debts 


but later did a deal with banks, which sug- 


gested that it would try to catch up on re- 
payments to more than 100 of them. The 
Paris Club of creditor nations rescheduled 


9 billion of Argentine debt. 
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hel Camdessus E Jacques de 
ère as managing director of the 
Gene Rotberg quit as treasurer of 
ank during a staff shake-up. 


. Privatisation and flotation 











hs l Everybody was privatising. British Air- 





' shares began trading at an 84% pre- 






mium those in Nippon Telegrap 





eac making it the world's largest com- 
ry by market capitalisation; Paribas, a 
French investment-banking group, was al- 
most 38 times oversubscribed. 





| The. mm all but killed new offerings. 
| British Petroleum shares, sold. by the 
British government, left underwriters with 
a paper loss of more than $1.17 billion. 
_ The Bank of England acted as long-stop by 
offering a pre-set floor price, and the Ku- 


wait Investment Office later bought a big 
in BP. Eurotunnel, the project to 
build a Channel tunnel, raised its finance 





but its shares went to an immediate, steep 


discount. The Japanese government's flo- 
tation of about $5 billion-worth of shares 
in Japan Air Lines took off smoothly. 


. Mergers and takeovers 


.| A cheaper American dollar produced 


tempting buys for acquisitive European 


and Japanese companies. JWT, America’s 


best-known, advertising agency, was sold to 
WPP, a British marketing-services group, 
Blue Arrow, a British employ- 

ought Manpower Services, 
provider of Sapen 
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The Commerzbank report on German business and finance No. 12/87 





West German economy in 1988: 
facing external risks 


The international collapse 
of share prices and the dollar's 
renewed weakness have left 
their mark on West Ger- 
many's economic prospects. 
Although there is no threat of 
recession in 1988, the likely 
real growth of 1596 is unsatis- 
factory; moreover, the years 
to follow will probably be 
fraught with considerable 
risks. For this reason, econ- 
omic policy must be geared 
to strengthening the domestic 
forces of expansion and, 
together with its partners 
abroad, West Germany has 
to work towards a reduction 
of the international imbal- 
ances while maintaining 
growth and stability. 

Over the past two years, 
the country’s domestic de- 
mand has advanced more 
strongly than aggregate pro- 
duction. Net exports are de- 
clining, then, and now repre- 
sent only half their mid-1985 
level. In real economic terms, 
West Germany’s external sur- 
pluses are being pared down 
considerably, even though in 
nominal terms they continue 
to be high—due to the solid 
improvement in the country’s 
terms of trade as the dollar 
has slipped and commodity 
prices have remained de- 
pressed. 

The success of the Louvre 
accord in stabilising the US 
currency helped ensure that 
starting in the spring there was 
a return to the upward growth 
trend. Consequently, even 
today, no reappraisal of the 
Paris agreement and the mon- 
etary course steered since 
then is called for. Nonethe- 
less, in view of the huge exter- 


nal imbalances still weighing 
upon the world economy, it 
would be unrealistic to expect 
monetary policy alone—e.g. in 
the form of massive inter- 
ventions in the foreign-ex- 
change markets or changes in 
interest differentials—to cre- 





ate stable currency con- 
ditions. There is reason to 
doubt whether the lull on the 
currency front was used 
worldwide to devise an ap- 
proach which would tackle 
the underlying problems. 

Eventually, predictions of 
an even wider American bud- 
get deficit in 1988 and sizeable 
shortfalls on the US trade 
account brought the dollar 
under pressure again during 
the summer. At the same 
time, the impression arose 
that the consensus on mon- 
etary policy had become 
fragile. 

The recent turbulence in 
the financial markets has 


had no impact on 1987's 
overall result. As produc- 
tion sagged at the start of the 
year, West Germany has only 
registered growth of just 
under 112% in 1987, despite a 
pick-up in activity since the 
spring; this is much less than 


the 2⁄2 % average for industrial 
nations as a group. Although 
capital spending on con- 
struction was disappointing— 
largely on account of non- 
cyclical factors—investment 
in machinery and equipment, 
shrugging off the external 
problems facing industry, 
proved quite buoyant and 
underlines the economy’s 
predominantly healthy con- 
stitution. 


At the end of the year, 
prices, dominated by dom- 
estic factors again, were up 
by almost 1'/2%, yet their 
average increase in 1987 was 
only 2%. The level of em- 
ployment has been rising 
much more slowly. With large 
numbers of young people 
entering the labour force and 
many adults not previously 
registered as jobless now 
looking for work, unemploy- 
ment has climbed again over 
the year. 


Growth to continue 


Provided that international 
trade and the world economy 
stay on their upward path 
and greater stability can be 
achieved in the financial mar- 
kets, West Germany will 
experience roughly similar 
growth in 1988. However, 
exports should pick up again; 
but if the dollar stays as low 
as DM 1.65 the increase will 
be only very small. For the 
domestic economy, the firm- 
ing of the D-mark does have 
advantages—namely, cheaper 
materials from abroad, less 
inflation and lower interest 
rates. Private consumption 
continues to be the economy's 
mainstay, not least thanks to 
tax relief measures amounting 
to around DM 12 billion. 
However, the increase in di- 
sposable income will be erod- 
ed by the rise in the consumer 
price index, which will be one 
percentage point higher on 
an annual average. Whereas 
both the trade and current- 
account surpluses were only 
down by DM 5 billion to 
DM 10 billion this year, 1988 
should see greater progress 
in this direction. 
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WORLD BUSINESS 


Real GNP growth 
*? increase on previous year 


Source; OECD 


And a gloomy, risky New Year 


Te most authoritative—though not 
necessarily the most accurate—forecast 
of the world economy comes twice a year in 
the Economic Outlook prepared by the 
Organisation for Economic Co-operation 
and Development. The edition released on 
December 22nd was written in the after- 
math of October’s stockmarket crash. In its 
way, it is one of the gloomiest for years. The 
forecasters say that if all goes well from now 
on (a big if), there will be no full-blown reces- 
sion in 1988 or 1989. But the next two years 
will see slowing growth in all of the five larg- 
est economies, and higher unemployment in 
four of them. By 1989, if this prediction 
comes true, the average growth rate of the 
OECD's 24 industrial-country members will 
have fallen for five consecutive years—the 
first time that has happened since the sec- 
ond world war. 

Yet the prospect of the OECD's growth 
rate falling, from nearly 396 in 1987 to a 
shade under 296 in 1989, is not in itself the 
bad news, If such a slowdown could happen 
without further mayhem in financial mar- 
kets, it might be an acceptable price to pay 
for reducing present tensions. With the 
slowdown should come a decline in Ameri- 
ca's current-account deficit. This in turn 
should reduce the danger that Washington 
might soon declare trade war on the rest of 
the world. Far scarier than this gentle brak- 
ing of growth is the range of uncertainty that 
surrounds it—and all the chances that gov- 
ernments will.therefore have in the mean- 
time to make matters worse. 
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Consumer prices 
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Current balance 


The stockmarket crash affects both as- 
pects of the outlook—the projected slow- 
down in economic growth, and the risks that 
go with it. First, the threat of economic slow- 
down. The crash has wiped roughly $750 bil- 
lion from the investment portfolios of 
America’s private sector. (This estimate 
takes account of the offsetting rise in bond 
prices that happened as investors moved 
their savings from shares to bonds.) A drop 
in wealth on that scale, according to the 
OECD's economic model, will cut America's 
consumer spending by around $35 billion 
(or roughly 1%) a year, compared with what 
it would otherwise have been. Note, in pass- 
ing, that all such estimates are little better 
than informed guesses. The share-price col- 
lapse was much bigger than anything any- 
body's model has encountered before. 

The crash could also cut investment by 
American businesses, because, as well as 
denting demand in their home markets, it 
has increased the cost of raising money 
through new issues of equity. Against that, 
interest rates will be lower, because for the 
time being America's Federal Reserve will 
worry more about a slump than about infla- 
tion. And American exporters are seeing 
stronger demand abroad thanks to their im- 
proved international competitiveness. On 
balance, the forecasters conclude that Amer- 
ica's investment will not suffer. 

The squeeze on consumer spending, 
plus steady investment, looser monetary pol- 
icy and (Congress permitting) slighly tighter 
fiscal policy all add up to slower growth in 


Unemployment 
as % of labour force 


GOP Estimate « Projection 


American domestic demand: a rise of 19% a 
year over the next two years instead of the 
2% a year that might otherwise have ha 
pened. In 1988 that shortfall should be al- 
most entirely offset by a stimulus from 
higher exports. So GNP could rise by 242%, 
very near to the now-expected 23496 in 
1987. In 1989, however, the boost from fast- 
growing exports will subside, That may trim 
GNP growth to just under 2%. As a result, 
American unemployment might climb back 
to 642% of the labour force. Happily, 
though, America's current-account deficit 
should by then—on this model—have nar- 
rowed to roughly $100 billion. 

That narrowing would then ripple 
across the rest of the world. America’s net 
exports can grow only at the expense of the 
net exports of other countries. Almost ev- 
erywhere, this knock-on effect of the 
stockmarket crash will be far more impor- 
tant than its direct effect on domestic de- 
mand. Outside America, equities account 
for a smaller share of the private sector's fi- 
nancial wealth. One partial exception is Brit- 
ain, with its habit of stockmarket invest- 
ment; its internal demand may be checked 
by as much as its exports to America. 

Japan and, to a much smaller extent, 
West Germany have already eased their 
monetary and fiscal policies. The changes 
should continue to prop up demand over 
the coming months, helping to cushion the 
effect of what ought to be their shrinking 
trade surpluses. Allowing for this, their GNP 
growth should be approximately unchanged 
in 1988 (at 342% and 11496 respectively) and 
only slightly lower in 1989 (at 396 and 
11476). Elsewhere the indirect effects of the 
crash will push growth down in both years, 
In the OECD excluding America, the growth 
rate is forecast to drop from 23496 in 1987 to 
2496 in 1988 and 296 in 1989. In Britain 
growth might slip from 33496 in 1987 to 
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HIS Christmas, Japan; next year, 

the world. Much of the gadgetry 
now on sale in Tokyo's stores as year- 
end gifts will find its way into western 
stockings in 1988. The latest craze is for 
credit-card look-alikes that do surprising 
things. “Cardy”, for example, is a line of 
card-sized kits that house ballpoint pens, 
notepads and tiny rulers. 

The fad began with the telephone 
cards of Nippon Telegraph and Tele- 
phone, colourful bits of plastic that can 
be used in telephone booths instead of 
cash. They come in thousands of differ- 
ent designs; 60m have been sold in the 
past four years. So popular are they that 
Japan Railways launched its own ver- 
sions. Several food distributors are 
experimenting with such concepts as the 
Coke card and the hamburger card. 

Cards have gone electronic, too, 
starting with the race to build the ever- 
thinner card-sized calculator. One hot 
new seller is a different kind of tele- 
phone card. Made by Seiko and Casio, it 
stores 410 user-programmed telephone 
numbers, any of which can be recalled 
with the touch of a button. 

Similar electronic marvels teach their 
owners English. They flash up a random 


23496 in 1988 and 13496 in 1989. 

The oECD's economists therefore expect 
unemployment rates to edge back up almost 
everywhere, even in Japan. They think the 
risk of higher inflation is correspondingly 
low—though Britain and Japan can expect 
rises in 1988 because of the rapid pace of 
their growth over recent months. 

If the oECD's projections prove right, 
this post-crash pattern of adjustment would 
not be so different from the one that would 
have followed from America doing what pol- 
icy makers in Europe and Japan have been 
urging it to do for so long. Suppose that in 
1987 America had adopted a believable plan 
to eliminate its full-employment budget defi- 
cit over the next three or four years. That, 
too, would have reduced America's external 
deficit only at the expense of lower demand 
and slower growth in the rest of the world. 
In other words, international imbalances 
were so large by 1985 that there was no pain- 
less way out. In that respect, once the imbal- 
ances had been created, the stockmarket 
crash was just as good a way of dealing with 
them as a fiscal squeeze. 

The big difference between the two is 
the risks they leave behind. A timely, credi- 
ble change in American fiscal policy would 
have shown financial markets that economic 
adjustment was happening in a smooth and 
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Everything is on the cards 










English word from a library of several 
hundred: the student tries to guess what 

it means. When he gives up, he can have 
the Japanese translation displayed in 
kanji characters. The device works the 
other way, too, functioning as a tiny dic- 
tionary. Other cards perform currency 
conversions or display the time in 
whichever country is fingered on a card- 
sized map. All these cards cost no more | 
than ¥3,000-4,000 ($20-30) apiece. A | 
full deck of them costs no more than the | 
price of a decent Tokyo lunch. 






predictable way. The crash has left them jit- 
tery. Prediction of its effects is hit and miss. 
What happens if October's crash turns out 
to cut demand by more or less than is 
needed, signalling worse recession or worse 
inflation? Will stockmarkets then make 
things even worse with another crash? Gov- 
ernments are equally befuddled. With so 
much doubt about economic prospects they 
will find it even harder than usual to judge 
their economic policies. Especially in Amer- 
ica, where the Federal Reserve's monetary 
policy is being asked to do two things at 
once, which could be self-contradictory: pre- 
vent demand from slumping too far, and 
save the dollar from falling out of control. 
In this nervous climate, the OECD's 
economists stress the risks of a new collapse 
of confidence. Financial markets might, for 
instance, decide that the Federal Reserve 
was erring too far in the direction of pre- 
venting a slump, too much towards risking 
higher inflation. That in turn could force 
the dollar sharply down and interest rates 
sharply up, setting the scene for another 
stockmarket crash and, perhaps, a world re- 
cession. In 1988, governments may learn the 
hard way what a risk they took when they 
handed over to stockmarkets the job of 
steering the world economy. 
m ee ERR 


Nippon Telegraph & Telephone 
Hesourceful giant 


TOKYO 


R KIICHI MIYAZAWA, lapan's min- 

ister of finance, can call himself the 
world's richest man. He is the notional 
owner of the 7596 of Nippon Telegraph and 
Telephone, Japan's telephone utility (NTT), 
which has yet to be sold to the private sec- 
tor. That makes him worth $213 billion on 
paper. NTT's capitalisation is about 1096 of 
the Tokyo Stock Exchange's total, or larger 
than the West German stockmarket. De- 
spite the market slump, its price-earnings 
ratio is still 250. The company is the bluest 
chip in the world. 

Until April 1 1985, NrT had the mo- 
nopoly on Japan's internal telecommunica- 
tions; another firm, KDD, monopolised in- 
ternational links. When the monopolies 
were broken, NTT was turned from a gov- 
ernment agency into a public company. A 
quarter of its capital has already been 
floated in two enormous tranches, from 
which foreigners were barred. Another 
quarter will be sold in the next two years. 
The government is committed to retaining 
33% of the company. But Mr Hisashi 
Shinto, who has run NTT since 1981, says 
that since privatisation he has been able to 
do things more or less as he wants. 

Reorganisation has become an impera- 
tive, because of the competition that NTT 
now faces. Three other companies offer reg- 
ular, dialled long-distance services, and a 
fourth is selling exclusive-use telephone cir- 
cuits ("leased lines" in the jargon) within 
the Tokyo metropolitan area. Two satellites 
are to be launched by 1989; they will also be 
used for leased lines. None of these compet- 
itors has to service out-of-the-way, loss-mak- 
ing regions, or to provide local telephone 
services, both of which NTT is obliged to do. 
A consumer can buy a three-minute local 
call for Y10, one of Japan's few bargains. 





Miyazawa counts his billions 
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But the provision of this subsidised service 
means that long-distance calls cost more 
within Japan than almost anywhere else in 
the world: currently, an average of about 36 
times as much as local calls, compared with 
British Telecom's average of only five times 
as much. Mr Shinto says his local service 
loses Y600 billion ($4.7 billion) a year. 

, So far, the new carriers have failed to 
dent NTT's sales or profits. For the half year 
which ended on September 30th, NTT’s 
turnover was up 5%, just as it was between 
fiscal year 1986 and fiscal year 1987. Pre-tax 
profits rose by about 16%, because of Mr 
Shinto's economies. Since privatisation, he 
has trimmed the workforce by about 1096, 
to 290,000. That has brought the ratio of 


employees to lines-served close to those of 





all but the most efficient of America's 
"Baby Bells". British Telecom employs 
nearly twice as many workers to service each 
million lines. 

The company's operating profit margin 
is now 13.496 on sales. If recent growth rates 
persist, its sales in 1988 should be around 
Y5.6 trillion and its profits around Y416 bil- 
lion, which will provide plenty of cash to 
upgrade Japan's network. The strength of 
the rival new carriers is their modern equip- 
ment. In response, NTT increased its capital 
spending to ¥1.8 trillion in 1987, 11% more 
than in 1986. 

The three new carriers are coy about 
their progress. All of them refuse to say how 
much business they have picked up since 
they started regular service on September 


Sun, silicon and software 


NICE 
roe: Céte d’Azur is mixing 

high-life with high-tech. It wants to 
become Europe’s Silicon Valley. Only 
five years ago, tourism was much the big- 
gest contributor to local income. In 1987, 
with 8m visitors expected to spend $1.5 
billion, tourism will be in second place. 
The biggest money-spinner is now high- 
tech industry, employing 27,000 workers 
and turning over $2.1 billion annually. 
The change began quietly ten years ago, 
when Nice recognised that it had to diver- 
sify to protect itself against the ups-and- 
downs of tourism and the property mar- 
ket. By the mid-1980s it had become a 
rush. 

When the French government 
launched its economic decentralisation 
policy in the early 1970s and began 
handing out inducements to divert busi- 
ness away from the crowded Paris area, 
Toulouse and Grenoble were quick to oc- 
cupy France’s high-tech high ground. 
Nice was slow off the mark. Even the early 
arrival of IBM and Texas Instruments with 
biggish computing laboratories did not 
draw more companies to the Côte 
d'Azur. Then Mr Jacques Médecin, 
mayor of Nice and the region's political 

boss, began creating a science city or 

"technopolis" called Sophia Antipolis. 

The Cóte d'Azur is a thin 45-mile strip 
running roughly from Cannes to Mo- 
naco, with a warm climate and 1 m people. 

Sophia Antipolis was set in a virgin tract 

of rocky forest above chic Antibes (or 

Antipolis in Greek). It has been built as 

an "intelligent" city, with 125 miles of fi- 

bre optic cables underground. Launched 

in 1974, its first tenant was a French state 
oil laboratory. 

The science-city project was enthusias- 

tically promoted by Mr Médecin with 
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cash from the region and from central 
government. The Cóte d'Azur sold it to 
prospective high-tech clients by playing 
up its modernity; the appeal of the cli- 
mate; and the air connections from Nice 
airport, which claims to be the second 
busiest in France, served by 32 airlines. 
Even so, it was ten years before the break- 
through came. 

In 1984 iNRIA, the French state's big 
data-processing ^ research operation, 
moved in. This sparked a demand for 
land in Sophia Antipolis from develop- 
ers, who built speculatively, hoping to en- 
tice more new firms. Among the 160 mul- 
tinational and French companies that 
have so far been enticed are America's 
Digital Equipment and Dow Chemical, 
Britain's Wellcome and France's Thom- 
son. Air France's world reservations com- 
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they put on their code and back to the las | | 
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4th (they had been offering leased lines fora 
year before that). In telecom circles it is said 
that they are well behind their cargets. The 
newcomers may have underestimated NTT's 
clout, as a huge operator in an industry 
where it has in recent years been quite an 
efficient natural monopoly. It can fill its fi- 
bre-optic cables fuller than anvone else, so 
its average costs are lower. 

True, the burden of the local networks 
means that the new carriers can offer dis- 
counts of up to 2096 on NTT's charges. The 
behemoth has countered with a price cut of 
10% for some types of long-distance call 
from early 1988. It successfully used the 
same tactic against new carriers in the 
leased-line business. 

Its advantages are legion. It is one of Ja- 


puter network is based there; so is che 
" Amadeus" project for linking the world 
reservations systems of leading European 
airlines. A research arm of Japan's Toyota 
has arrived too. Total investment in the 
park stands at around $1.75 billion. 
To complement the science city, | 
i 


Mayor Médecin has built a glitzy conven- 
tion centre in the heart of Nice, called the 
Acropolis. It is the largest in France. He 
seems wary about letting Nice's people 
know how much it cost, but it has helped 
turn the Côte d'Azur into quite a venue 
for international conventions. A $200m 
"centre d'affaires" of offices, hotels and 
shops now rising from marshland close to 
Nice airport is designed to underline the 
city's new business aspirations. 

Mr Médecin and his men spill out slo- 
gans for their blue-skied fief: "Europe's 
environment capital”, “Capital of 


Eurafrica", "Europe's Los Angeles”, etc. 
The Cote d'Azur is not yet Europe's high- 
tech capital, but it is in the race. 
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| pan's largest retailers, with 1,700 outlets 
— "where the consumer can buy a handset or 
— fax machine, or buy extra telephone lines. 
Although sales of equipment account for 
- only about 4% of NTT’s annual turnover, 
customers tend to stick with their hardware 
- supplier when choosing a long-distance car- 
tier. Japan has none of the legalistic appa- 
= ratus designed to constrain America's 

 AT&T, and it is a country where loyalty to a 
—— long-standing supplier still counts. 


D 


- If the experience of liberalisation in 
— British and American telecoms holds true, 
say observers in Tokyo, competition will 
make the dominant company more eff- 
cient; and then its economies of scale will 
"squeeze its competitors to death. Mr Shinto 
- says he welcomes the competition. He 
hopes that liberalisation will expand the 
_ market and at worst give him a marginally 
- smaller share of a considerably larger pie. 
= From this assured base NTT has busily 
diversified. Since privatisation it has set up 
— -120 new businesses. Most are engaged in 
— selling valued-added services (like data net- 
-—— works) and are joint ventures with Japan's 
leading computer makers, including 18M Ja- 
pan. Probably none of these businesses is 
yet making money: they do not need to. So 
3 E as they keep customers keen to stay 
with NTr's network, Mr Shinto will be 
- happy, and his company will remain huge. 
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Tourism 


See Jerusalem 
Sacked to music 


— X J OW can you add zip to a flagging tour- 
| ist industry? One way is by staging an 
eye-catching event, big enough to grab at- 
tention all over the world. Egypt, its tourist 
- image tarnished by police riots and an air- 

craft hijack, wins the prize for 1987's most 





ambitious tourist event: a production of 
Verdi's "Aida" at Luxor in May that cost 
some $10m. Israel, whose charms also need a 
polish, is bidding to outdo the Egyptians 
with an outdoor production of Verdi's 
“Nabucco” in Jerusalem in May 1988 as a 
focus for the 40th anniversary celebrations 
of the state of Israel. At $12m, the 12 perfor- 
mances of the tale of King Nebuchadnezzar's 
destruction of Jerusalem will cost about the 
same as an average Hollywood movie. 

The formula is simple: stage an extrava- 
ganza on an evocative site, make sure there 
are more stars in the audience than on the 
stage, and wait for the tourist dollars to flow. 
The organisation is not so simple. The cast 
of Aida-in-Luxor included a squadron of 
cavalry, and the audience boasted the 
Queen of Spain and Princess Caroline of 
Monaco. The cast of “Nabucco” will include 
800 soldiers, whose shoes are being specially 
designed and made in ltaly. Mr Jacques 
Chirac, the French prime minister, will be 
among the audience of 40,000 expected for 
the 12 performances. They will sit on seats 
shipped from Britain and hear the London 
Philharmonic Orchestra and a British choir 
through an acoustic system designed in Lon- 
don—a grand return to Jerusalem for the 
British. 

Mr Michael Ecker, an Austrian travel 
agent and opera buff who is producing the 
show, booked 25,000 airline seats (and 5,000 
hotel rooms for four weeks) more than a year 
in advance of the performances. Tickets are 
being sold only as part of a package tour. 
Melair, the exclusive agent in France for 
“Nabucco”, is offering eight different pack- 
ages from a top-ofthe-range FFr23,500 
($4,250) for one night and a Concorde 
flight, to a more basic FFr18,300 for two 
nights in Israel and a trip on a Boeing. 
Melair launched its brochure two weeks ago 
and says that demand for the packages is "up 
to expectations". 

Although Egypt's "Aida" was an artistic 
flop (the acoustics were appalling), it is being 
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counted a commercial success. The Egyptian 
tourist authorities reckon that it helped 
boost tourist arrivals in the summer by over 
50%—from an admittedly depressed 1986 
level. The spin-off effect of “Nabucco”, 
which is only the biggest of several special 
tourist attractions to mark Israel's anniver- 
sary, will be harder to measure. 

Nevertheless, Mr Ecker is already 
dreaming of future events that the glitterati 
cannot afford to miss: “Turandot” in Beijing 
in 1990; "Madama Butterfly" in Nagasaki in 
1991; and “Carmen” in Seville in 1992 (the 
500th anniversary of the discovery of Amer- 
ica by Columbus, who was buried in Seville). 
Put them in your diaries, now. 





Spanish aerospace 


INI, meany 


MADRID 


ED up with being treated like a third- 

world buyer, Spain is taking a tougher 
line against overseas suppliers of goods and 
services. This is mainly because the 
Instituto Nacional de Industria (INI), 
Spain's state industrial holding company, 
and the Ministry of Defence have taken a 
bigger hand in negotiations. In the drive to 
switch Spanish industry to more capital-in- 
tensive, high-tech production, INI is encour- 
aging Spanish companies to set up joint 
ventures with foreigners and to do deals in- 
volving the transfer of technology. 

Any foreign negotiators landing in Ma- 
drid with a take-it-or-leave-it attitude have 
had a rude awakening recently. This hit 
those from America’s McDonnell Douglas, 
Boeing and the European Airbus consor- 
tium, all competing to re-equip Iberia, the 
national airline owned by INI, with aircraft 
worth Pras200 billion ($1.7 billion). 

The contract was finally split between 
Airbus Industrie and McDonnell Douglas, 
but the Spaniards drove a hard bargain, 
particularly with the Americans. They 
played Boeing and McDonnell Douglas off 
against each other. Iberia eventually or- 
dered 17 McDonnell Douglas MD-87 short- 
range aircraft which carry 117 passengers. 
The cost is Ptas53 billion, which many in 
the industry consider a bargain. 

There was more to McDonnell Doug- 
las’s contract than the jets. It provided for 
better services than offered by Boeing—eg, 
for spare parts and the training of pilots and 
maintenance crews. It also included a 100% 
compensation agreement, which means 
that Spain can expect contracts from Mc- 
Donnell Douglas over the next ten years 
equivalent to $463m, the purchase price of 
the MD-87s. 

Roughly 22% of the compensation will 
be accounted for by some production work 
on the mpbD<87s by Construcciones 
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Just waiting for the Spanish bits 


Aeronauticas SA, (CASA), Spain's only civil 
and military aircraft company. It is 7296- 
owned by INI, but America's Northrop and 
West Germany's MBB have minority stakes. 
However, CASA will also make components 
for other McDonnell Douglas aircraft. 

There has been a cluster of peripheral 
deals between Spanish companies and for- 
eigners involving the transfer of technol- 
ogy. Inisel, which is also part of INI, has de- 
veloped flight simulators that can be used in 
both civil and military aircraft. It is now ac- 
quiring the know-how for making video- 
telephone receivers from Honeywell, a big 
American electronics firm which does a lot 
of work for McDonnell Douglas. CASA will 
get help in developing its plant for making 
carbon fibre, and Pratt & Whitney, an aero- 
engine manufacturer, will help it to modify 
the motors on its C-212 short-take-off multi- 
purpose aircraft. Marketing agreements are 
planned to help CASA sell its planes in 
America and for INI companies to supply 
goods to McDonnell Douglas's joint-ven- 
ture aircraft company with China. 

CASA needs all the help it can get. Its 
unwelcome Christmas present to the So- 
cialist government was to announce record 
losses of Ptas14 billion for 1986-87. It has 
drawn up a four-year plan aimed at putting 
the company back on its feet but it contains 
many maybes. It may help to modernise 24 
Mirage III aircraft of the Spanish air force 
and, Cocom permitting, it may sell off 15 
CN-235 transport aircraft to Poland. 

The main worries for foreigners dealing 
with CASA and other Spanish companies 
are Spanish labour relations and quality 
control. Although Iberia has given the bulk 
of its re-equipment contract to Airbus 
Industrie (15 A-320s and eight long-range 
jumbo A-340s), relationships between the 
two have been sour for months. Airbus, in 
Which CASA has a 4.596 interest, complains 
that strikes at'CASA's main plants in Madrid 
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and Seville have resulted in three- to four- 
month delays in the delivery of components 
to Airbus this year. And it says that the 
components are not always up to scratch. 





Texaco/Pennzoil 


A matter of 
billions 


NEW YORK 


ARL ICAHN, the corporate raider, 

acting as corporate peacemaker? Yes; 
for that is the role he adopted recently in 
the battle between Texaco and Pennzoil 
over the purchase of Getty Oil. Yes; be- 
cause there was money in it. By buying into 
both companies, and helping to arrange a 
pre-Christmas truce which sent the stock 
price of both companies upwards, Mr Icahn 
has made himself a lot of money. On his 
12% stake in Texaco he has already made a 
profit of $140m; on his 296 holding in 
Pennzoil, maybe another $5m. 

The battalion of lawyers involved in the 
wrangle earned around $100m, but that was 
for two and a half years’ work. Under the 
terms of the legal truce, Texaco will pay $3 
billion to compensate Pennzoil for having 
lured Getty from its contractual embrace. 
Pennzoil, in turn, will waive a $10.3 billion 
settlement awarded to it by a Texas court. 
Both companies have agreed not to sue the 
man whose efforts to sell the family firm 
started the row: Mr Gordon Getty. After 
paying a further $2.5 billion or so to its 
creditors, Texaco should soon emerge from 
the Chapter 11 bankruptcy protection into 
which the dispute forced it. 

The deal ends several fraught weeks of 
negotiation between Texaco, Pennzoil, and 
the groups of Texaco creditors and share- 
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holders set up under Chapter 11 bank- 
ruptcy proceedings to decide Texaco's fate. 
Thanks in part to the efforts of Mr Icahn, 
Texaco's largest shareholder, the two come 
panies and Pennzoil agreed to meet halfway. 
Texaco came up from its previous offer of 
around $2 billion and Pennzoil came down 
from $4 billion. 

Hopes for an earlier deal were 
scuppered when the Texaco shareholders! 
group wrote in provisions that would pack 
Texaco's board"with its representatives. Al- 
though the new deal must be put to a vote 
of the same shareholders' group, they are 
unlikely to throw it out. 

The new Texaco which emerges from 
Chapter 11 will be significantly leaner than 
the old. The settlement will cut its net 
worth by around a fifth. Moreover, the 
terms of the deal call for Texaco to pay in 
cash. Although it had about $4.2 billion in 
the bank at the end of September 1987, 
some assets will have to be sold. 

One candidate is Texaco's half share in 
CalTex, a joint venture with Chevron 
which refines and markets petroleum 
throughout the Middle East and Asia. An- 
other is Texaco's 7896 stake in Texaco Can- 
ada. Each could raise about $2 billion. More 
asset sales could follow. 

Mr James Kinnear, Texaco's chairman, 
says he will restructure the company to 
boost profits and, more importantly, to im- 
prove its ability to find new oil reserves to 
replace those presently being pumped out 
of the ground. It was this problem that in- 
spired Texaco to buy Getty's reserves, 
which is how the trouble began. 

Pennzoil's chairman, Mr Hugh Liedtke, 
has a different problem: how to spend all 
the loot. If any of the $3 billion pavoff is not 
invested by the end of 1988 it may be liable 
for tax at the full corporate rate of 3496. Mr 
Liedtke does not want to give $1 billion to 
the government, so Pennzoil's lawvers are 
trying to buy more time for him to go shop- 
ping. American investment bankers are al- 
ready descending on Dallas with their 
suggestions. 


British television 
French lessons 


EFORE the British government gives 

the go-ahead for new (non-cable, non- 
satellite) television channels, it should take 
a look at France's experience with this pro- 
cess. So, too, should Britain's telefolk. 

A report by the British Department of 
Trade and Industry reckons that two for- 
mer radar frequencies could be used for 
television transmission, which is more or 
less what the French decided in late 1985, 
when they authorised two new channels. 
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_ Like the British, they too thought that more 
cha nnels would mean increased compe- 
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ion for television advertisers and that 
would therefore decline. They also ex- 
pected more local programme-making and 
thus wider choice for viewers. 

In fact, the French discovered that: 


nen 
tats 


4 More channels meant mote of the same. 
The response of the public-service channel 
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E. tenne 2 and the privatised TF-1 to in- 
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creasing competition has been to match like 
vith like. On Monday and Tuesday eve- 


nin ngs, French viewers are faced with films 


n all six channels. 
Television advertising rates did nor fall. 


Like British television advertisers, French 


companies had moaned about too little ad- 


ve ertising time on television, and the com- 


mercial station's monopoly of it. When the 
T Ev channels came on to the air, advertisers 
fted contracts from cinema and radio to 


ze sion. 










j New channels are also likely to spread 


| n ore thinly the existing talent in the indus- 


y. Television expertise takes time to build 
up. (Witness the fiasco of British Tv-AM's 
first year.) In France it rapidly became clear 
that newcomers to the business, apart from 
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T ONE time, 1987 looked like being a 
E disastrous year for Mr Jean-Luc 
Lagardère, the energetic 59-year-old head 
E of the French defence, space and elec- 
. tronics group Matra and of the Hachette 
| publishing empire. His highly public bid 
to take control (through Hachette) of the 
| potentially lucrative state-owned TrF-l 
television station was rebuffed by the 


| m French broadcasting authorities in April 


in favour of a bid from Mr Francis 


E Bouygues, a construction magnate. 


Then i in late October the flotation of 


| thestate's 51% stake in Matra was put on 


ice, less than a week before its launch date 
and in the wake of the stockmarket col- 
lapse. Mr Lagardére is impatient to see 
Matra sold off. This is unsurprising be- 
cause he should end up owning some 6% 
of the company (worth about $24m 
. today). 
Both Hachette and Matra have recov- 


1 . ered from their disappointments quickly. 


The French telecommunications and de- 
fence authorities have just designated 
Matra as project leader on the FFr3.5 bil- 
lion ($650m) Telecom 2 satellite pro- 
gramme, which will build three new-gen- 
eration satellites for French civil and 
military purposes. The contract was won 
against strong competition from the state 


|| group Aerospatiale, which beat Matra in 


April 1986 to a plum contract from 
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a new film channel, Canal Plus, would need 
to buy experience and popular front men. 
In the teleworld, that means much money 
and a carousel óf stars. 

The salaries of television personalities 
soared. Two star presenters, Mr Patrick Sa- 
batier and Mr Stefan Collaro, were each 
rumoured to have received "golden hellos" 
of about FFr10m ($1.5m) to leave TF-1 for 
La Cinq. As in London's City after the Big 
Bang, the good times do not last. Mr Saba- 


- tier, and a few more of his ilk, are now re- 


turning to their old employers. 

[t takes time for new channels to make 
their mark. Their backers need deep pock- 
ets. In France La Cinq is controlled by a 
wealthy Italian television entrepreneur, Mr 
Silvio Berlusconi, and Mr Robert Hersant, 
a right-wing press baron. Although in Brit- 
ain legislation would be needed for a fifth 
and sixth channel (so they could not be 
transmitting for three years or so), appli- 
cants are already queuing up. Rank 
Organisation wants to run a national pay- 
TV service. 

Britain may also need to beef up its In- 
dependent Broadcasting Authority, which 
supervises commercial television. It does 


 Missileman Lagardère 


Eutelsat, the European telecommunica- 
tions satellite organisation, to build three 
satellites. 

Matra's transport division, which pro- 
duces the successful Espace minivan in 
co-operation with Renault, has also just 
scored a very visible success. It snatched a 
$230m contract to build a link between 
Orly airport and the Paris regional ex- 
press rail network (RER) from under the 
nose of the state railway SNCF which had 
offered a substantially cheaper scheme. 

Matra convinced the Paris transport 
authorities that its proposal to instal its 
advanced driverless metro-train system 
between Orly and the RER station at 
Antony in the southern suburbs would 
be more cost-effective than the SNCF's 
proposal to extend the existing RER. 
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have statutory backing and the power to re- 
voke licences when they come up for re- 
newal, but it prefers to sort out any prob- 
lems over tea and biscuits with the 
television companies’ chief executives. If 
France's experience is any guide, they may 
be sipping water and talking across court- 
room tables. The Commission Nationale de 
la Communication et des Libertés (CNCL), 
France's new television: regulatory body, 
has found that some of the new boys in the 
business are concerned only with the letter 
of the law. The CNCL seems to spend much 
of its time battling with lawyers. 

If they are launched, Britain's two new 
channels could also snooker satellite televi- 
sion. France's plans to privatise its TDF-1 di- 
rect-broadcast satellite have been grounded 
because it can find no backers with sufh- 
cient faith to take on the now-multi-chan- 
nel broadcast television. British Satellite 
Broadcasting, a consortium without any 
government subsidy for its space hardware, 
is scheduled to begin transmitting in 1989. 
Unless it is an instant success, it could find 
its audience lured away by the fifth and 
sixth channels in the early 1990s. 





As president of the Hachette publish- 
ing group, which also owns France's Eu- 
rope | radio station, Mr Lagardére had 
been waiting for his chance to move into 
television. His defeat at the hands of 
Bouygues in the closely-fought contest 
over the TF-l franchise came as a bitter 
blow because there seem to be few other 
opportunities in French television. It did, 
however, force the group to explore other 
avenues of expansion. 

Less than three months after the TF-1 
bid was rejected, Hachette struck a deal 
with Rcs Editori of ltaly—an Agnelli 
company that publishes the Milan daily 
Corriere della Sera—and Filipacchi of 
France, under which the groups estab- 
lished cross-holdings in each other. Mr 
Lagardere may be hoping that this will 
help him get into Italian television. An- 
other aim of the move was to publish an 
Italian version of Elle, the women's fash- 
ion weekly which Hachette publishes 
along with around 60 other magazines 
and weeklies. 

Now Hachette is looking to expand its 
empire (which includes a television pro- 
duction company) into the United States, 
taking advantage of the post-crash share 
prices of potential targets. It has also indi- 
cated that it intends to build up its pres- 
ence in the French regional press. All that 
should not leave Mr Lagardere much time 
in 1988 to indulge in his passion for 
horseracing—he a stud in Nor- | 
mandy—and his love of football—Matra | 
sponsors the Paris team Racing. 
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FINANCIAL JOURNALISM 


When money makes news and 
news makes money 


Financial journalism is a craft that first developed in Britain, where it has 


enjoyed a status and influence 
tries: indeed, one financial jo 
To understand why, go bac 


Tooms Massa Alsager appears to 
have been the world’s first financial edi- 
tor. He got the job, on The Times, in 1817. 
From an office near the stock exchange, he 
fulminated against the Bank of England, and 
wrote dour warnings that the boom in rail- 
way flotations was bound to collapse. That 
lost The Times a great deal of advertising, 
but its proprietors stoically supported him 
until he was proved right. Alsager kept an 
elegant town house in Bloomsbury where his 
guests were royally entertained: some of Bee- 
thoven’s chamber works were given their 
first performance in his house. Alas, he 
came to a bad end. When the paper's owners 
accused him of fiddling the accounts, he cut 
his throat. 

It was the explosion of wealth in the 
early nineteenth century which created a 
popular demand for the likes of Alsager. 
The conquest of India and the industrial 
revolution created a group of people eagerly 
looking for profitable investments for their 
savings. In 1796 Edmund Burke recalled 
that half a century earlier there had been 
"not [2 bankers' shops in the provinces"; 
now they were to be found “in almost every 
market town". To meet the demand for fi- 
nancial advice and information, a new 
of journalist emerged: well-educated, well- 
mannered, often experienced in business or 
banking (Alsager had been a businessman), 
and able to talk to industrialists and finan- 
ciers as their social equal. 

The main flowering of Victorian finan- 
cial journalism came in the middle years of 
the century. After Napoleon's defeat in 1815 
London became the main financial centre of 
Europe, replacing Amsterdam which had 
been stifled by French occupation. For the 
rest of the century the City was the world's 
main source of finance for international 
trade, and capital for investment. It financed 
railways in America, Africa and India; gold 
and diamond mines in South Africa; agricul- 
ture in Latin America. At the peak, immedi- 
ately before the first world war, Britain's an- 
nual capital exports came to a staggering 9- 
10% of GNP;'-its foreign investments were 
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worth as much as those of all other countries 
put together. 

To raise money for their dazzling 
projects, promoters had to advertise. Finan- 
cial advertising paid for the development of 
financial pages. The papers quickly realised 
that they could charge a premium for finan- 
cial advertisements. The first issue of the Fi- 
nancial Times, dated February 13 1888 
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(Price One Penny) offers "general advertise- 


ment (if approved)" at six shillings per single 
column inch bur “financial advertisements” _ 


at ten shillings. 


The earliest financial journalists dealt 
mainly with the movement of stocks, with — 


the money and capital markets, and with the 
ups and downs of banking fortunes. Gradu- 
ally their range widened, to cover economic 


conditions of the countries to which the - 


British were lending their savings, and to in- 
clude all the economic events that affected 


the success or failure of business. They com- _ 
mented on policies, and at times cam- _ 


paigned for certain fiscal, monetary or com- 
mercial policies. But the term “financial” 
has stuck. 

Not all of Britain's nineteenth-century 
financial journalists had Alsager's indepen- 
dence. Indeed, under a later financial editor, 
The Times was nicknamed “the Jew's harp” 


because it talked up Rothschild stocks. But _ 


the existence of a sophisticated and rela- 
tively independent press may well have 


helped to prevent Victorian savers from — 


making the worst mistakes of the French. 
The financial columns of the French daily 


papers were leased to writers who puffed  . 


new issues. When the first world war broke 


out, France lost two-thirds of the net total of. 


its foreign investments. The value of a vigor- 
ous and unbiased financial press to advise 
savers is a point that should not be lost on 
the biggest overseas investor today, Japan. 





Partly because of the prestige and excite- — 


ment of writing about the world's centre of i 
| 


finance, and partly because it was well paid, 
financial journalism attracted some unusu- 


ally able men. In 1843 The Economist had — 


been founded by James Wilson, a member of 
Parliament who had been financial secretary 
to the Treasury, in order to promote free 
trade and political reform. Wilson himself al- 
ways wrote a weekly article on the money 
market, and commented sternly on inade- 
quacies of banking or monetary policy. In 
1857 he was joined by Walter Bagehor, a 
young banker and economist, who married 
Wilson’s daughter. When Wilson went to In- 
dia on government business, Bagehor be- 
came editor. He held the job for the next 18 
years. 

Other weekly journals followed. In 1873 
the Statist was founded by Sir Robert 
Giffen, later a distinguished civil servant, 
with the aim of improving the supply of sta- 
tistics available to the public. The paper con- 
tinued to enjoy a serious reputation under 
Sir George Paish, whose intimate knowledge 
of American railroad stocks was appreciated 
by the investing public. 

By the 1880s Britain's large number of 
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— story come straight from the infor- 


| FINANCIAL JOURNALISM 


individual investors wanted their financial 
news daily. The decade saw the foundation, 
first of the Financial News in 1884 and 
then, in 1888, of the Financial Times, its 
closest rival until the two papers merged in 
1945. By then several daily newspapers had 
“financial” sections which covered, apart 
from investment and banking, a great vari- 
ety of international economic news. 

The journalists who wrote for this spe- 
cialist press were often expected to be more 
than market reporters: to explain, to 
comment, to forecast and to advise. 
Thus began a tradition which dif 
ferentiates British financial journal- 
ism from American. A financial 
writer who has become known and 
trusted is given much news and back- 
ground information "off the record" 
and is expected to present it with ap- 
proval or criticism. The reader is of- 
ten left to guess which parts of the 


mant and which are the writer's com- 
ment. Even now, British financial 
journalists are given more latitude 
than almost any of their colleagues. 
By contrast, most business sections of 
American newspapers carry a mass 
of formal statements attributed to 
named officials of a corporation or 
a government. 


Writers and thinkers 
The academics who developed the 


new discipline of economics at the 
end of the nineteenth century fre- 
quently drew on the writings of the 
more distinguished financial journal- 
ists. Economics, in its early days, was 
mainly interested in analysing the be- 
haviour of institutions and companies, 
which financial journalists described. Alfred 
Marshall, for example, quoted Robert 
Giffen. When government statistics were 
thin, both The Economist and the Statist 
were rich sources of information. 

After the first world war, the relation- 
ship altered: instead of economists quoting 
journalists, journalists wrote about econom- 
ics. Economics was blossoming, especially at 
Cambridge University under the influence 
of Lord Keynes. Keynes himself frequently 
wrote for the newspapers, often using them 
as a launching pad for a new policy idea. In 
1922-23 he commissioned a famous series of 
articles on financing the reconstruction of 
Europe for the Manchester Guardian; later 
he helped to merge the New Statesman 
magazine with the Nation. Few British aca- 
demics have copied Keynes. Plenty of Amer- 
ican academic economists write columns for 
magazines and newspapers, but hardly any 
British ones do. 

In the course of this century, the empha- 
sis of financial journalism has altered. As 
government became more involved in the 
conduct of the economy, so more journalists 
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became interested in writing about eco- 
nomic policy. The tradition of intelligent 
comment, entertainingly presented, was 
used to record the increasing tendency of 
government to intervene, domestically and 
internationally. Many of these commen- 
tators, both before and after the second 
world war, were liberals: government im- 
posed controls, they denounced them. 

In the early 1920s a number of clever 
young university graduates, chiefly from 





Layton brought on the bright 


Cambridge, went into journalism. One of 
the key figures of this period was Walter 
Layton, a lecturer in economics at Cam- 
bridge, who in 1922 became editor of The 
Economist. He brought on to his small team 
a number of high fliers, including Edward 
Hylton Young (later Lord Kennet), a liberal 
member of Parliament who later became edi- 
tor of the Financial News. There he, too, 
opened the door to a group of young Cam- 
bridge graduates of unusual quality. 
Around the same time the Manchester 
Guardian took on as financial editor Oscar 
Hobson, who had achieved a double first at 
King’s College, Cambridge (in mathematics 
and classics). In 1928 the Financial News 
was bought out by Brendan Bracken, who 
appointed Hobson editor. Like Layton, he 
set about creating a nursery for brilliant 
young graduates—people like Geoffrey Eley, 
who had been at Cambridge and Harvard 
and who eventually became a director of the 
Bank of England, or Maurice Green, who 
became chief editor at the Daily Telegraph, 
or Richard (“Otto”) Clarke, who came to 
write notes for the famous “Lex” column of 
notes for investors, which aimed at what it 





called “a scientific approach to investment". 
Together with Maurice Green he devised 
the first London daily “30-share index", re- 
named the Financial Times index when the 
two papers merged. It was computed on a 
geometric basis, rather than an arithmetic 
one like the Dow Jones. 

Some financial journalists played a real 
part in shaping economic policy, in the days 
before government departments were 
crammed with professional economic advis- 

ers. One such was Wilfred King, edi- 
tor of a monthly magazine, the 
Banker. He became the leading Lon- 
don expert on monetary policy, writ- 
ing pieces of considerable technical- 
ity. He condueted a devastating 
campaign against Hugh Dalton's at- 
tempts to push down the rate of inter- 
est, pointing out its expansionary ef- 
fect on the money supply. 
During the 20 interwar years Brit- 
ish financial journalism attracted a 
number of uncommonly interesting 
young people. They were concen- 
trated mainly at The Economist and 
the Financial News. But one of the 
remarkable features of the period was 
the vigour of financial writing in 
other parts of the British press. Thus 
Mr Paul Bareau, taken on by Hobson 
from the London School of Econom- 
ics, went with Hobson when he left 
the Financial News for the News 
Chronicle. He became interested in 
international affairs and was taken to 
the early Bretton Woods meetings as 
an assistant to Lord Keynes. After the 
second world war, he was responsible 
for rebuilding the influence of the 
Statist. 
Good financial journalism appeared not 
only in the national press but in the newspa- 
pers of provincial towns like Glasgow, Liver- 
pool or Birmingham, the old centres of man- 
ufacturing industry. Some of those who 
began their careers in specialist financial 
journalism went on to shape other, more 
general newspapers, giving a quality of eco- 
nomic literacy to the best of the interwar 
press. Thus Maurice Green, who followed 
Hobson as editor of the Financial News, 
later went as financial and economic editor 
to The Times and then as chief editor to the 
Daily Telegraph. 

The second world war left a permanent 
mark on Britain’s financial journalism. Fi- 
nancial markets became tightly regulated. 
Instead of the daily round of banks, brokers 
and bond dealers, journalists began to call at 
government departments to ask how the 
civil servants expected to keep the economy 
going and raise the money to pay for the war. 

The habit of looking largely to the gov- 
ernment for material survived the war: to be 
on speaking terms with thé chancellor of the 
exchequer was an asset worth striving for. 
For their part, ministers were'suspicious of 
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out ideas on a friendly columnist. The senior 
civil servants, knowing this, built up their 
own good relations with intelligent 
journalists. 
| The most widely read journalist of the 
e early postwar years, though, proved that 
close contacts with government did not nec- 
 esgarily make good copy. Harold Wincott 
ifferent breed from the interwar intel- 
s never went to university, but 
working life in a stockbroker's of- 
930 he joined the Financial News 
ub-editor. After the second world war 
his weekly column in the Financial Times, 
written simply and humorously, derided 
government controls and regulations, and 
made a plain man’s $ case for a return to the 
market economy. - 

In the past 20 eun or so, financial jour- 
nalists have increasingly had to compete not 
only with each other, but with in-house 
economists and analysts employed by City 
firms. They have also had to survive the 
specialisation of their own profession: where 
once a financial editor wrote, there are now. 
industry correspondents and banking re- 
porters and energy editors and Euromarket 





















when they write under their signature, make 
a distinct impact on government or the mar- 
kets. The chief economics writer on the Fi- 
nancial Times, Mr Sam Brittan, had a great 
influence on the shaping of Tory economic 
policy in the early years of the Thatcher 
government. 

In its best periods, financial EE TE 





have been a unique training. To move 












: lysts could give to a receptive mind a store 
ae: wledge not easily acquired in any 





tions of the New York Times, Washington 
Post, Boston Globe, Christian Science Mon- 
itor, Chicago. Tribune and Los Angeles 
Times all include much thorough, intelli- 
gent writing. Some financial journalists are 
well known and respected in the Fed and the 
Treasury. But few of the journalists work- 
ing in this field are as influential as 
America’s leading political commentators or 
columnists. 
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The countries / hic have developed the _ 
most vigorous financial press are those .— 
which, like Britain, have a large financial in-. s ug 
dustry. In the United States the Wall Street 

Journal (world sales, 2m), the business sec- 
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A century apart 


sales d total | of 2.7m), the Nihon Kezai 
Shi nbun is the world’s best-selling daily 
ER newspaper. Some of its ctor 
writers and those of the business sections of 
Asahi Shimbun and Yomiuri Shimbun have 
almost.as much influence and authority as 
their British counterparts. 

The most distinguished financial com- 
ment in continental Europe thrives, not sur- 
prisingly, in the country which makes most 
of its living out of investing other people's 
money. The Swiss Neue Zurcher Zeitung 
carries long, thorough articles on economic 
events or problems, written with an author- 








| ity rarely found in the daily press elsewhere. 
Its any journalists always seem to have 
in Europe's leading financial centre must + : 





in monetary theory, and to be at 
. ten years older than their British 
counterparts. | 


-It may be because West Germany's capi- 
arkets are relatively unimportant to its 
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gres sections pis include 
market and capital-market reports. 

«France has yet to develop a tradition of 
rears financial journalism. But in the 
past 20 years a conscious effort has been 
made by the finance ministry to encourage 


the growth of financial and economic jour- 


nalism as part of an attempt to give Paris the 
attributes of an international financial cen- 
tre. Les Echos, founded in 1908, has become 
a serious business daily. Le Figaro and Le 
Monde: now have weekly economic supple- 
ments; economic policies are discussed in 
the weekly Le Nouvel Economiste; and the 
monthly. L'Expansion follows, in appear- 
ance at least, the American Fortune. 

To reach the wealthiest of the wealthy, 
advertise in the financial press. In every 
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cessful of the world's international pres 
the Wall Street Journal, the Fir 
Times and the newspaper you are now ri 
ing-—give many or even most of our pages to 
financial news and comment. 
It is because financial advertising is-30 
lucrative that editors of general newspapers 
tolerate the news that goes with it, even « 
though their readers might prefer more 
pages of sport, say, or theatre reviews, A 
typical British quality daily paper draws pet: 
haps a fifth of its advertising revenue fro 
financial advertising; its financial pages a 
regularly scanned by perhaps a tenth of i 
readers. | 
The British press has devoted mu 
fort to finding ways to expand both pro: 
tions. When, at the height of the unii 
boom of 1966, The Times was aker 
Lord Thomson, he promptly split off it 
nancial coverage into a separate 
(thus, as some rebellious readers € 
making it easier to chuck the s 
wastepaper basket). The new [nd 
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BUSINESS IN THE DEVELOPING WORLD 


In search of excellence, the 


hard way 


poor countries are to grow rich, they will need more than aid. Among 
r 


things, they will n 


tunities that come their way. But 
much ert 
we look at companies based 


their ing a success in the developing world is 
It is in America, Europe or Japan. In the next nine pages, 
in poor countries t 


companies excellent enough to take the oppor- 


t have done well, and ask 


what lessons can be learnt from their success 


ASHINGTON, pc is no Los Ange- 
les—a honey-pot to which people 


| from half the world swarm in the firm belief 


that there is money there waiting to be 
made. But America's capital has its own, 
smaller herd of newcomers anxious to set up 
business: Koreans, Salvadoreans and Viet- 
namese among them. Nothing, perhaps, sur- 
prising about that. In the oddest parts of the 
world, you find Asians and others setting up 
shop in a late-twentieth century version of 
the kind of diaspora that 100 years ago took 
Indians to East Africa, Lebanese to West Af- 
rica, and both to the Caribbean. 

But Washington's entrepreneurs 
can still shock the unwary. Who 
would have thought that the city's 
well-heeled middle classes would flock 
to upmarket restaurants serving food 
from a country whose principal recent 
claim to fame was famine? Or that the 
names of car mechanics from this 
blighted country would be passed 
around the cocktail circuit like cher- 
ished recipes? 

Dig deeper, and the paradoxes 
start to sort themselves out. Some of 
those mechanics were initially in- 
structed by a profitable, growing com- 
pany renowned for its training pro- 
grammes, and _ which services 
expensive capital equipment for firms 
from more than 20 countries. An 
American multinational? No. The 
firm that trained them is a govern- 
ment-owned outfit in a Marxist-mis- 
managed country with (according to 
the World Bank) the lowest GDP per 
head in the world. 

Ethiopian Airlines—the com- 
pany in question—is an unqualified 
success. Whatever shape the Ethio- 
pian economy as a whole may be in, 
the American government's Ex-lm 
Bank has happily guaranteed loans to 
the flag-carrier. In October 1987 the 
airline took delivery of. its third 
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Boeing 767 wide-bodied airliner, part of an 
upgrade of its entire fleet costing more than 
$140m. That fleet carried 555,000 passen- 
gers in 1986-87, up from 510,000 the previ- 
ous year. In the past five years, the number 
of passengers carried on Ethiopian Airlines 
has grown by an average of almost 1196 a 
year. The airline has made a net profit—af- 
ter interest charges—in all but one of the 
past ten years, earning $8.5m in 1986 (from 
an operating profit of $22m) on revenues of 
85m. 
Set up in 1946 for Emperor Haile Selas- 





The alternative to aid 


sie by America's TWA, the company had 
American general managers until 1971. The 
American connection was one of the reg- 
sons that the airline's engineering facility at 
Addis Ababa gained such a reputation. It 
services aeroplanes for many carriers in Af- 
rica and the Middle East, while training 
both pilots and airline managers. But it 
would be patronising and wrong to assume 
that the success of the company is due only 
to its roots in the developed world. It has 
been successful, above all, because it sells a 
product unique in its market. 

Most African airlines try to make sure 
that their aircraft land regularly in European 
capitals, so their route maps consist of a se- 
ries of lines running north-south. And, be- 
cause they cannot compete on cost, service 
or reliability with European carriers, they 
lose money. 

Ethiopian Airlines is quite different. Its 
route map is modelled consciously on the 
hub-and-spoke system that now dominates 
American flying; it is the only airline with a 
daily flight east-west across Africa (it serves 
three routes across the continent). Without 
these routes, businessmen travelling from 
Dakar to Nairobi, say, would be tempted to 
fly via Paris. Instead, the airline's gen- 
eral manager, Captain Mohammed 
Ahmed, offers them a chance (with 
both first and business classes) to con- 
nect through Addis Ababa into a 
proper regional network. He says he is 
not interested in the seemingly presti- 
gious, but low-yield business of carry- 
ing tourists from Europe to Africa's 
game parks and beaches. Because his 
airline earns valuable foreign cur- 
rency for his country, he seems to 
have a guarantee from Ethiopia's 
Marxist regime to leave well alone. 
His annual report highlights 
productivity. 

The success of Ethiopian Airlines 
in a disastrous economy is one exam- 
ple of an encouraging truth. In places 
which the casual pundit in New York, 
London or Tokyo might assume to be 
economically hopeless, there are com- 
panies as excellent as any celebrated 
in the case-studies of the rich world's 
business schools. These companies 
make money the hard way. Until re- 
cently, firms in much of the devel- 
oped world (and American firms par- 
ticularly) could make a nice living 
without ever worrying about foreign 
exchange, and without their execu- 
tives knowing anything other than 
their native language. And their suc- 
cess or failure, as a general rule, would 
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Captain Mohammed's pride 


be scarcely influenced by politics. 

Businessmen in the developing world 
have had none of these advantages. They 
have had to wrestle with shortages of hard 
currency, learn to speak in global languages, 
and been forced to be politically adroit. 
Those that have succeeded deserve to be bet- 
ter known—and not simply because excel- 
lence deserves praise. 

From the 1950s to the 1970s, admira- 
tion of the economic growth experienced by 
Russia from 1920 suggested to the govern- 
ments of many developing countries that 
central economic planning and a large pub- 
lic sector were indispensable to brisk devel- 
opment. That view now sounds extraordi- 
narily dated. As Mr Babacar N'Diaye, the 
president of the African Development Bank, 
said in 1986, “It is now generally accepted 
that over time most public-sector enterprises 
have not performed efficiently. From this re- 
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BUSINESS IN THE DEVELOPING WORLD 


appraisal has emerged the need for enhance- 
ment of the role of the private sector". He 
might have added—as Ethiopian Airlines 
convincingly shows—that there has been no 
less a reappraisal of public enterprise itself. 
Increasingly, what matters for those firms re- 
maining in the public sector is that they de- 
liver value for money.  : 

This new mood needs to be harnessed to 
something tangible if it is to be widely 
adopted—and the best tow available is the 
experience of those firms that have already 
proved themselves against all the odds. So 
how easy is it to create wealth in poor coun- 
tries? These pages look at a number of firms 
in the developing world that have done well. 
Some of them are in manufacturing, some in 


Old money 


services; some are indigenously owned, some 
owned outside the country in which they do 
their business; most, but not all, are in the 
private sector. 

The sample is drawn from an eclectic se- 
lection of countries—chiefly those that are 
not well covered by the rich world's media. 
So, unfairly, there is nothing here about the 
striking success of South Korean firms such 
as Hyundai, or Sir Y.K. Pao's Hongkong 
based empire, nor about companies serving 
Brazil's giant home market. A willingness to 
pile examples into the same pot does not ig 
nore the fact that every developing country 
is a special case. But the brew does provide a 
role model or two, and some common 
denominators. 





There's nothing new about being rich in countries that are poor 


ISTORY isn't bunk; those wondering 

how to succeed in the developing 
world might be surprised by the extent to 
which the strategies of the past are still rele- 
vant. In one central way history shows how 
to make money in developing economies. 

The key to its lesson is the significance 
of commodities to poor countries. In 1985, 
60% by value of developing countries’ ex- 
ports were of commodities, compared with 
just 2496 for the industrial market econo- 
mies. Just 3% of the rich countries’ GDP de- 
rived from agriculture, compared with 20% 
for developing countries. The wrong conclu- 
sion to draw from these figures is that since 
rich countries depend on manufacturing 
rather than commodities you cannot get rich 
if you set up business in poor countries 
where the reverse is true. 

This would ignore the obvious, if dis- 
tasteful, fact that income in poor countries is 
inequitably distributed. Paseo Montejo, a 
street in the southern Mexican town of Me- 
rida, is lined with little palaces modelled on 
French chateaux, all built 100 years ago by 
barons of the sisal fields where Maya peas- 
ants worked in near-slavery. Dundee, Scot- 
land, has similar houses built at the same 
time on the back of jute from Bengal. 

This wealth had nothing to do with 
manufacturing. Consider the condition of 
an area now known as the Republic of South 
Africa as it was in December 1866, just be- 
fore Schalk van Niekerk noticed that his 
neighbour's children were playing with a 
pretty stone that turned out to be a dia- 
mond. It was then, by any standards, an un- 
derdeveloped country, with a sprinkling of 
white settlements around the Cape and a 
few thousand Boers in the Transvaal and 
Orange Free State eking out a gruelling exis- 
tence from farming. Emigrants from Europe 
went anywhere but South Africa. Yet within 
20 years Beit, Barnato, Rhodes and the rest 


had formed dynasties some of which—amal 
gamated and restructured, to be sure—still 
make millions of dollars today. All this was 
done without much in the way of industry. 

The same was true of Australia, which, 
without industry, had a higher GDP per head 
than America in 1900. Cuba, between the 
twentieth century's world wars, was a 
motherlode for America's sugar companies; 
central America was the same for United 
Fruit. And when Americans were making 
fortunes during the 1849 gold rush, Califor- 
nia was so unindustrialised that some bright 
sparks imported pit-props, around Cape 
Horn, from New England. 

The easy comment on this history is that 
anyone could be rich if he played robber 
baron in the goldfields, grabbed aboriginal 
land in the outback, or puppet-mastered 
tinpot republics among the bananas. Politi- 
cal niceties no longer tolerate such red-in- 
tooth-and-claw capitalism, so it follows that 
companies aspiring to success should stay 
away from commodities. 

Wrong, and not only because there are 
plenty of countries (some of them familiar to 
the earlier generation of commodity firms) 
where the political rules have been changed 
only marginally. Businesses in commodities 
can make money if they are well managed, if 
they discover new products, or if they add 
value to an old ones. Here are four that have 
done these things. 

Sime Darby, once a British plantations 
to-insurance conglomerate, is the biggest 
and probably the best-managed company in 
Malaysia. Its plantations subsidiary—the 
largest part of the group—is successful for 
more reasons than the quality of its land; 
critically, it manages that land well. Ir re- 
duces plantation acreage in good times, 
when crops command a high price, and ex- 
pands it in bad times, when land is cheap. It 
plants its rubber and palm-oil trees when the 
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prices for its products are low; that way, they 
are at their most productive when prices re- 


cover. 


Sime Darby also does well by being a 


diversified company; it does not rely on the 


shifting price of its bulk commodity. The 
Tanganda Tea Company, part of the Mei- 
kles group, and one of the leading tea pro- 
ducers in Zimbabwe, has a similar strategy. 
First, it manages its land well. All its estates 
are irrigated; it achieves yields far in excess 
of the Zimbabwean average, and about dou- 
ble the average in Kenya and Malawi. 

Like all tea producers, it is susceptible to 
fluctuations in the world market price. Yet 
while prices for bulk tea halved between 
1984 and 1985, Tanganda’s profits based on 
those crops fell by just 17%. The reason was 
added-value; Tanganda had moved into 
packet teas, many of which are sold for ex- 
port (it has captured 50% of the Botswana 
market in seven years). And by adopting a 
rigorous policy of retaining profits, it has 
been able to finance capital investment with- 
out recourse to debt markets made uncom- 
fortable by Zimbabwe's rapid inflation. 

Tanganda is part of a long-established 
Zimbabwean conglomerate, but by following 
the same pattern—identifying ways of com- 
pensating for collapsing prices in the basic 
commodity—new businesses can also make 
money in commodities’ Take Agromarina, 
an American-owned company in Panama, 
whose commodity is shrimps. The shellfish, 
like chicken before it, has made the transi- 
tion from a delicacy to a staple of America’s 
fast-food chains. Panama's tropical waters 
are as ideal for shrimp as Zimbabwe's high- 
lands are for tea. 

Though the company's origins lay in an 
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idea to breed live shrimp for fish-bait, it now 
ships 3.5m lbs of frozen shrimp to American 
humans (all its production is exported) each 
year. After spending $20m on a five-year 
R&D programme (the company was origi- 
nally owned by Ralston-Purina, an Ameri- 
can foodstuffs giant) it now farms 1,500 
acres of shrimp pools, employs 350 people 
and has annual sales approaching $10m. Its 
business is now so well established that it has 
felt able to provide raw materials for its com- 
petitors. It sells to other shrimperies some of 
the 40m tiny post-larvae shrimp it hatches 
each year; and in an unappetising but lucra- 
tive sideline, also sells the bloodworms that 
it breeds for its own little darlings’ supper. 
An even more impressive example of a 
firm adding value to basic commodities is 





How not to sell leather 





Leather Industries of Kenya (LIK), based in 
Thika, 30 miles from Nairobi, which is al- 
ready becoming something of a star in eco- 
nomic development circles. LIK was pro- 
moted by Industrial Promotion Services of 
Nairobi, one of the network of private devel- 
opment companies sponsored by the Aga 
Khan. The Aga Khan Fund for Economic 
Development has a 40% stake in a $10m 
tannery that is so modern it is odourless; 
run-off from its waste-treatment plant is 
cleaner than the Athi River into which it is 
discharged. 

Kenya produces about 1.8m cowhides a 
year, of which only about 500,000 are 
needed to satisfy its home market. Hitherto, 
most of the export trade has consisted of raw 
hides or of "wet blues"—hides that have 
been treated with chrome to remove skin 
and hair. But the cost of raw hides accounts 
for only 30% of the cost of finished leather, 
and in Kenya (because of a misguided export 
subsidy, of which more later) the export 
price of wet blues is as low as for raw hides. 
So the business of producing raw hides or 
wet blues means staying in a low-cost, low- 
return commodity. 

LIK keeps the value-added in Kenya, 
rather than handing it to tanneries in devel- 
oped countries like Italy. The Thika tannery, 
which, when completed, will process 
300,000 hides a year, has been tooled to the 
highest specifications, and is already export- 
ing high-quality finished leather to shoe- 
makers in Europe. Its technical manager, a 
Dutchman, says simply “we can do any- 
thing’. The obvious next step—already 
planned—is to diversify into the production 


of shoe-uppers, of even greater added-value 
than finished leather. This will increase both 
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employment (170 workers are based in 
Thika) and Lik’s foreign-exchange earnings. 

So shrimps, leather, tea and palm oil, 
though less glamorous than gold, can all be 
the stuff of excellence. The same holds true 
for many other commodities. Industry per se 


Trade equals service 


BUSINESS IN THE DEVELOPING WORLD 


is not the only route to wealth for a country 
developing itself in the late twentieth cen 
tury. Paradoxically, services—that "tertiary 
sector" for which the industrial countries 
seem bound—can be a source of strength to 
poor countries too. 


Poor countries have always had the kind of businesses that rich ones 
howadays crave 





What’s the deal, pardner? 


HE proportion of Britain's population 

employed in manufacturing has been 
shrinking since the 1890s. In America about 
1596 of the workforce and 6796 of output is 
in services. American employment in manu- 
facturing has hardly expanded in a decade: 
instead, service industries like finance, ad- 
vertising, information-handling and food 
and drink have bounded ahead. So does a 
large service sector distinguish rich econo- 
mies from poor ones? 

It does not. The World Bank reckons 
that 57% of Sudan's GDP in 1985 came from 
services, a higher proportion than in Italy or 
Norway, and just a little less than West Ger- 
many. In the same year 45% of total GDP in 
the world's 35 poorest countries (excluding 
India and China) came from services. That 
figure was higher—5496—ífor the Bank's 
“upper-middle income" economies; places 
like Brazil, Portugal and Malaysia. This 
prominence of services is not a recent phe- 
nomenon; for the poorest countries, the 
share of services in their economies in 1965 
was already 42%. 

No commodity-exporting country has 
ever done without services. It is just that the 
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word was not commonly used until recently: 
"trade" or "commerce" were more familiar 
terms. From Port Harcourt to Port of Spain, 
there has been a century-old need for clerks 
to fill in bills of lading, lawyers to settle dis- 
putes, commodity brokers, ships' chandlers 
and the rest. Think of any Hollywood film 
about the developing, commodiry-based 
economy of the Wild West, and tick off the 
walk-on parts from the service sector: a dry- 
goods merchant, a railway company, a livery 
stable, a whorehouse madam, a telegraph 
operator, a newspaper owner. It is no acci- 
dent that bright students from the colonies 
came to Britain from the 1930s to 1950s to 
study law at the Inns of Court; that was the 
skill that made money back home. 

The International Finance Corporation 
(IFC), the arm of the World Bank that lends 
money to privatesector companies—re- 
gards UDC, a Zimbabwean finance house, as 
one of its best investments anywhere.The 
company—whose major shareholders used 
to be British banks and finance houses—is 
now 46% owned by EDESA, one of a crop of 
private development agencies which are do- 
ing more and more to finance private-sector 
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It's mv tertiarv sector, sweetheart 


— dinary levels of service to international cli- 
-ents who would otherwise have to put up 
- with the sardine-tin conditions of European 
. airlines and American hotel-chains. 

Yet services—or trade, or commerce— 
- does not have a universally good name in the 
- developing world. UDC may provide some- 
thing that the productive sector of Zimba- 
bwe desperately needs; Thai International 
and the Oriental may be labour-intensive. 
But the less savoury side of services is a com- 
- mercial elite whose members grandly pro- 
— claim they are in the “import-export” busi- 
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ness, and who do nothing but shuffle paper 
about—or bribe the person who will give 
them the right licence. Service companies 
tend to be owned by minority groups—like 
Asians, Lebanese, or British expatriates— 
making them doubly, if unfairly, unpopular. 
The belief that commodity prices were 
doomed to slide endlessly downwards, and 
that service businesses hoarded rather than 
spread wealth, was part of the reason why, 
from independence, many developing coun- 
tries dashed towards industrialised 
disappointment. 





Bash that metal bashing 


.. Industrialisation is no guarantee of wealth 


America's industry was crank- 
Y ing out ships and aircraft by the hun- 
dred between 1940 and 1945, demand for its 
| products was so great that the Mexican 
economy, rushing to fill a breach, under- 
-. went an unprecedented boom. One of its ar- 
— chitects, Miguel Aleman, became President 
—— of the country in 1946. He realised that the 
-. competitive edge that Mexico had enjoyed 

- during the war would not last. To maintain 
- Mexico's new-found wealth, he followed a 
—— twotrack strategy. He launched one of the 
most tremendous binges of industrial invest- 
- ment a nation has ever seen, and did it be- 
- hind high tariff-walls. For more than 20 
years, he and his successors presided over an 
economy growing at an annual real rate of 
- more than 696. From 1940 to 1970 employ- 
ment in Mexico's manufacturing roughly 
























Aleman did more than deliver a growing 
— economy. His factories symboli so it 
‘seemed—the transition from a semi-feudal, 
"agricultural, poor, politically unstable soci- 
ety in which warlords were as likely to lead 
- governments as politicians, to an urban, sta- 
—— ble, democratic and modern one. In Ghana, 
= 20 years later, Kwame Nkrumah thought 





that protected, import-substituting industry 
- would do the same thing. So, perhaps, did 
- most postindependence ican leaders 
— (francophone and anglophone), with Tanza- 
* nia's Mr Julius Nyerere a rare exception 

4 In so believing, the leaders of the devel- 
oping world took their cue not only from 
"what were, in the postwar world, newly de- 
— veloped and seemingly wealthy countries 
like Chile, Argentina or Russia. They had a 
better model in mind. After its civil war, 
America itself had seemed to show that 
heavy industry, protection, prosperity and 
the development of civil society formed a 
quartet of singular harmony. 

Yet in today's poor countries, the record 
of industrialisation has patchy. 
Though the developing countries as a whole 
have seen the share of their GDPs attribut- 
able to manufacturing grow faster than that 
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in rich countries, the crude figures hide a 
more complex story (see chart). Much of 
that growth has been accounted for by the 
successes of the four little dragons of East 
Asia—Hongkong, Singapore, Taiwan and 
South Korea. In many countries in Africa 
and the Caribbean, seemingly impressive 
growth rates disguise the way industry 
started from a tiny base. And in another 
group of large countries—including Zaire, 
Ghana, Nigeria, Argentina and Uruguay— 
manufacturing output, after making impres- 
sive gains in the 1960s and 1970s, has shriv- 
elled in the 1980s. 

Development economists can find any 
number of reasons why industrialisation has 
not been an easy-street to wealth. Import 
controls may have made it impossible to buy 
necessary machinery or spare parts; protec- 
tionism may have limited firms to a small 


Shifting shares 
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and sluggish home market, and insulated 
them from technological developments in 
the rest of the world. 

Cultural factors must have played a part 
too. Even in the developing world it has not 
always been easy for regions with the skills 
and traditions that go with trade to shift to 
industry. Consider the port of Liverpool, 
the flip-side, as it were, of Africa's deper- 
dence on the export of commodities. 

In Liverpool’s heyday it was a white-col- 
lar town, full of small import-export firms, 
commodity exchanges and the best commer- 
cial lawyers outside London. It was only 
when the port of Liverpool's prosperity 
started collapsing in the 1950s that the Brit- 
ish government bribed three huge car fac- 
tories to the city, all of which soon had trou- 
bles with a combination of poor labour 
productivity and lousy quality. It has been 
much more difficult for countries in Africa 
and the Caribbean to make the transition 
from trade to industry: as a somewhat 
mournful World Bank report concluded in 
1981, "Nobody claims that African coun- 
tries have a comparative advantage in skill 
and/or capital-intensive manufacturing at 
this stage in their development.” 

The great paradox is that manufacturers 
in poor countries often start from a position 
of unique strength. If a country has little in 
the way of manufacturing, manufacturers of 
any size tend to be monopolists. That, ad- 
mittedly, brings its own problems, because 
the more a company is seen to have a domi- 
nant position in a market, the more likely it 
is to be nationalised—or, at the very least, to 
have the state as shareholder. Either of those 
alternatives is yet more likely if the company 
has hitherto been foreign-owned. 
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The great disappointment 


In Zimbabwe, for instance, the Delta 
Corporation, with interests from hotels to 
furniture, is the largest brewer in the coun- 
try. Until this year the group was 60%- 
owned by a South African company; the 
Zimbabwean government has now declared 
its intention of taking over at least 5196 of 
the equity—despite the fact, as its chairman 
points out, that nearly 7096 of Delta's value- 
added already goes to the government 
through taxes and excise duty. 

State equity-participation does not 
mean that a company enjoying a virtual mo- 
nopoly will suddenly stop being profitable. 
Remember Thai International, which before 
nationalisation was partly owned by the 
Scandinavian airline, sAs. In Kenya, East 
African Industries (EA1), 55%-owned by a 
British/Dutch multinational, Unilever, and 
4596 by the Kenyan government, has ac- 
quired perhaps 7096 of the Kenyan edible- 
oils market, earning profits of some $12m on 
revenue of $130m. 

But local involvement can mean that a 
company's management is forced to make 
unwise moves. Propelled by grand visions of 
economic nationalism, the newly 
"Malaysianised" Sime Darby expanded and 
diversified too far, too fast in the early 
1980s. EAI has continued to finance a devel- 
opment project in Kenya designed to substi- 
tute local vegetable oil for imported palm oil, 
despite a collapse in the price of the im- 
ported oil. A canny commitment to long- 
term security of supply? Or a request from 
the state-shareholder not to stop feeding a 
white-elephant? 

À variant on the profitable manufactur- 
ing monopoly is the manufacturing flag- 
ship—a company that symbolises industry's 
commitment to a country's development, 
and a government's pride in commercial suc- 
cess. One of the best-known is the Enka con- 
struction company in Turkey. The company 
built up a reputation for efficient contract- 
ing in the 1960s, and then cleverly exploited 
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the oil bandwagon in the 1970s—its labour 
costs for Gulf contracts were lower than 
those of European firms, and its workers 
were Muslim. Now it is looking homeward 


again, cashing in on a splurge of 
infrastructural investment in Turkey. 

Its Middle-Eastern experience enabled it 
to make contact with foreign companies, 
and it now has joint ventures with Bechtel 
from America, Trafalgar House from Britain 
and, on a Turkey-Iraq pipeline, Spie Cabag 
of France. Its success has fed on itself; it was 
one of the first companies in Turkey to at- 
tract and retain bright graduates into its 
management. 

San Miguel, the beer-to-chickens-to- 
packaging company in the Philippines, has 
similar characteristics; like Enka, it is a fam- 
ily-owned firm but with good graduate man- 
agers. The country's largest private sector 
employer, San Miguel has beaten off foreign 
brewers anxious to get into the Philippines, 
and has expanded abroad; its Hongkong 
subsidiary is by far the biggest brewer there. 

The flagships have one advantage that 
helps their success to feed on itself. Foreign 
companies looking to invest in developing 
countries with restrictive investment laws of- 
ten seek joint-ventures with a well-known lo- 
cal company. What better than the flagship? 
Siam Cement, already a success because of a 
Bangkok building boom in the 1970s, and 
tighter management in the 1980s, has joint 
ventures with BP, Toyota Motor, Mitsubishi 
Electric and iBM—none of them hurt by the 
fact that the Thai royal family has a 3796 
holding in the company. The Liem group, 
Indonesia's flagship in a highly-protected 
economy, has also done nicely out of joint 
ventures. | 

One snag: just as a monopoly manufac- 
turer can attract unwelcome attention from 
a government, so can a flagship, which may 
often find itself asked to do the government 
an expensive favour. Liem is managing and 
financing much of an $800m steel mill for 


Indonesia’s state-owned Krakatau Steel; 
Siam Cement has been persuaded to be the 
trail-blazer for new government-sponsored 
industrial estates to the south-east of Bang- 
kok. And flagships can get so close to gow 
ernments that they ape politicians’ worst ex 
cesses. When Mexico went on a credit spree 
in the 1970s, so did its flagship manufac 
turer, the Monterrey-based Alfa group. It 
bought up companies miles removed from 
its core businesses in steel and petrochemi- 
cals, zipped its executives around the world 
in private jets, and, like the country, went 
bust. 

Monopolies and flagships are not the 
only successful industrial companies in poor 
countries—but they probably account for a 
disproportionate share of the stars. The East 
Asian dragons have produced their own 
roaring successes, and so, of lare, have orher 
countries determined to follow the dragons’ 
outward-oriented policies. The textile indus- 
try of Mauritius is exporting high-quality 
products like mad. Cameroun’s manufactur 
ing output grew by an average annual rate of 
18.4% from 1980 to 1985; Burundi's by 
6.8%. The Dominican Republic is aggres- 
sively promoting the charms of offshore 
manufacturing plants to American 
businessmen. 

In some cases, industrial success, espe- 
cially in export markets, has followed a pe- 
riod of protection. During the years of the 
Smith regime in what was then Rhodesia, 
economic sanctions forced the country to 
run probably the most thorough policy of 
import substitution the world has ever 
seen—everything from malt extract to gin 
sling had its Rhodesian equivalent. Since in- 
dependence in 1980 Zimbabwe has been 
able to export significantly more manufac 
tured goods than most other African coun- 
tries; Cone Textiles, for example, which 
owns a huge plant stuffed with modern ma- 
chinery in a dusty township outside Harare, 
exports high-quality textiles to Europe as 
well as producing cloth for home consump- 
tion. 

But the dangers of relying on protection 
to build up an industrial base are well 
documented. A company may be forced to 
make far too many product lines, hence 
missing out on economies of scale; it may 
find itself unable to keep up with foreign 
technology. And protected industries plead 
special interest; they tend to lobby hard 
against liberalisation programmes which 
would benefit the economy as a whole, but 
not their happy enclave. Mexico's small 
businessmen were successful for 20 years in 
stopping the country from joining the Gen- 
eral Agreement on Tariffs and Trade. 

Yet Mexico itself has at least one strik- 
ing example of how a previously protected 
business can make a go of life in a more open 
economy. This is the Vitro group, based, 
like Alfa, in Monterrey. Unlike Alfa, Vitro 


shunned foreign indebtedness with almost 
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Scottish zeal; and it has always stayed close 
to products it knows about—anything to do 
with glass. When Mexico's home market col- 
lapsed in 1982, Vitro was able to shift rap- 
idly into exports. From exporting just 496 of 
its sales in 1982, it will sell 2396 (about 
$210m) abroad in 1987—and this does not 
count glass indirectly exported to the Ameri- 
can market as containers for Mexico's fash- 
ionable beer. 

Even in steel, the product which above 
all others was chosen for misguided, grandi- 
ose industrialisation in the developing 
world, successes can be found. prosco, the 
South Korean state-owned giant, is one of 
the largest and lowest-cost producers in the 
world. Less well-known is Sivensa, the big- 
gest of the private steelmakers in Venezuela, 


a country where the publicly owned steel 
company did not make a profit until 1986. 

Since 1981 Sivensa's revenues have in- 
creased by 22096 and its profits by 50096. In 
1982 it exported almost nothing, but when 
Venezuela's domestic market shrank it used 
its contacts with foreign firms with whom it 
had joint ventures to move into exports; de- 
pending on the state of the domestic marker, 
it has exported from 1296 to 4596 of its out- 
put in the years since then. Exports go 
mainly to America, but also to the regional 
Latin American market. Like Vitro, the 
company does what it knows best; it tries to 
complement the high-volume business of 
Sidor, the state producer, by exploiting 
higher-value-added niches; machined parts 
are its biggest export. 





The qualities in common 





Stay close to your government, but don't be xenophobic 


We should the companies mentioned 
so far in this article have been success- 
ful enough to attract our attention? Think 
back to Ethiopian Airlines for clues. 

First, the airline has good relations with 
its government. Though its board is spotted 
with Comrade This and Comrade That, gos- 
sip has it that Captain Mohammed accepted 
the position of general manager only after 
being assured that he could run the airline as 
a commercial operation. Second, it has kept 
up foreign contacts, and has used them 
wisely as a method of expanding. Third, it 
has taken a realistic view of its market—and 
has appreciated that regional markets in the 
developing world are a better proposition 
than either a small and poor domestic mar- 
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ket, or an attempt to make it in the devel- 
oped world, where it can be beaten-up by 
big, rich carriers. Those same characteristics 
apply to many of our stars. 

It is impossible to do business in most of 
the developing world without being attuned 
to politics. Pundits in rich countries should 
not be arrogant about this; along with Ethio- 
pian car-mechanics, another important 
group of entrepreneurs in Washington, DC 
are lobbyists trying to get fat contracts for 
their defence-industry clients. But the scale 
of the interplay between business and poli- 
tics in poor countries dwarfs that in rich 
ones, and can be terribly damaging. 

No sooner had the Kenyan government, 
for example, imposed an export tax on raw 
hides, which was meant to be a way of dis- 
couraging the export of low-value-added 
goods, than the tax was removed. Moreover, 
export of "wet-blues"—of little more value 
than the raw  hides—was suddenly 
subsidised. The reason, it seems, was that in- 
fluential politicians were involved in both 
the low-value trades. In one African coun- 
try, which must stay nameless, one of the 
most promising local entrepreneurs was 
driven into receivership this year when he 
won the favours of a lady whom the nation's 
president was also wooing. 

In most cases the politicisation of busi- 
ness is less venal, but no less time-consum- 
ing. In much of the developing world both 
foreign exchange and imports are subject to 
licensing; access to both is usually vital to a 
company's expansion. Knowing who is run- 
ning a countertrade deal which might be the 
only way you can get a vital input—or, often, 
whom to bribe—is the kind of skill that is 
essential to business life. 

Compare the experience of two Indian 
companies. Munjal is the biggest manufac- 





turer of bicycles in the world, making 17 of 











them a minute. It has joint ventures with 
Honda and Showa of Japan, and with Steyr 
Daimler Puch of Austria, and will soon ex- 
port 1m bicycles a year from a new plant in 
Gujarat. At every step it has knocked on the 
right doors, and secured precious govern- 
ment permission for its operations. 

By contrast, IEL, a chemicals company 
owned by ıcı of Britain, has had no such 
luck. It had the capital, will and expertise to 
set up a gas-based fertiliser project in Uttar 
Pradesh, but lost out on politics. Unwilling 
to reduce its link with Ici to a level de 
manded by Indian officials, the company 
saw competitors win the contract. Planned 
expansion into polyester fibre and explo- 
sives has also fallen foul of politics. The com- 
pany assesses its projects on the non-politi- 
cal basis of financial viability; as an Indian 
business magazine has said of IEL, "such a 
trend of thinking, quite clearly, is at variance 
from current business practice in India". 

Or in Africa. There, the foreign owners 
of many companies—both EA! and Delta, for 
example—take care to have a national as 
chairman. Or (the activities of Mr Tiny Row- 
land, chairman of a British multinational, 
Lonrho, are a well-known example) their 
chief executive will spend hours cultivating 
private links and friendships with heads of 
state. When this kind of politicking works 
well, the company and the government can 
still be kept at something like arm's length. 
But in some of the companies in these pages, 
it is almost impossible to know where busi- 
ness ends and politics begins. 

At one time, Mr Turgut Ozal, the prime 
minister of Turkey, was said to be sur- 
rounded bv the "Enka cabinet". Mr 
Yildirim Akturk, an Enka board member, 
shared a flat with Mr Ozal when they were 
both students at Liverpool University; Mr 





, and Tunku Alois politician 
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Serif Egeli, the head of Enka's trading arm, 
has a younger brother who is a senior mem- 
ber of Mr Ozal's personal staff. In Thailand, 
where the military have political clout, the 
chief of the air force is the almost ex officio 
chairman of Thai International. Mr Liem 
Sioe Liong, the chairman of Indonesia's 
Liem group, has been close to President 
Suharto since the 1950s; members of the 
president's family are partners in many of 
the group's operations. 

Politics profoundly affects the owner- 
ship and control of even private-sector com- 
panies. À tortuous battle for control of San 
Miguel in the Philippines centres on the ex- 
tent to which its erstwhile boss, Mr Eduardo 
"Danding" Cojuangco, was a leading crony 
of President Marcos (though also a cousin of 
President Corazon Aquino). Mr Rogelio 
Sada, the managing director of Vitro, was 
forced out of office when his political activi- 
ties for the Mexican opposition became too 
hot for the company to handle. 

There are, naturally, exceptions to the 
rule. Sime Darby does its best to abide by 
Malaysia's nationalist economic policy (it 
has no real choice in the matter) but Tunku 
Ahmad, its chairman, is outspoken in de- 
claring the need for keeping expatriates and 
Chinese in senior management positions. 
Indeed, if there is one thing above all others 
that the companies in our sample have in 
common, it is the tenacity with which, de- 
spite the possible political cost, they cling to 
contacts with the world outside their coun- 
try of primary operations. 

Sometimes these contacts arise out of 
the numerous diasporas of the commercially 
minded. The overseas Chinese in East Asia, 
Indians and Lebanese in Africa and the Ca- 
ribbean, even (though less-often mentioned) 
British expatriate families dotted around the 
Commonwealth—all provide access to ad- 
vice, credit or agents in new markets. So 
Leather Industries of Kenya taps into the 
Aga Khan's network of Ismailis; the Liem 
group can do business with other overseas 
Chinese in Hongkong. Sometimes—Tunku 
Ahmad, educated in England, is an exam- 
ple—the contacts flow from personal 
experience. 

There are two important ways in which 
an international flavour permeates the best 
companies in poor countries. The first is in 
management, The Oriental hotel in Bang- 
kok has not felt it necessary to dispense with 
the German who has been its general man- 
ager for more than 20 years; Thai Interna- 
tional still has some Europeans on board in 
senior jobs; so does Sime Darby, and EAI. 
Most of the top management at UDC are 
white. Successful companies will, in short, 
be prepared to bow to the demands of eco- 
nomic nationalism in most areas—but not if 
this will cripple the performance of their 
management. 

Secondly, foreign contacts ensure access 
to foreign technology, which is why compa- 
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Talking to the outside world 


nies from Sivensa in Venezuela to Munjal in 
India lay such store by joint ventures. The 
developing world is not technologically 
bankrupt. Some of its cement companies, 
for example, are as good as any. Hylsa, the 
steel subsidiary of the Alfa group, developed 
one of the world’s most successful iron-re- 
duction techniques, But in large measure so- 
phisticated technology must be obtained 
from the developed world. 

The key is to use technology wisely—or, 
in the modern jargon, appropriately. You 
cannot get more appropriate than bicycles 
and mopeds in India, which is one reason 
why Munjal makes money. Enka and Siam 
Cement both concentrate on product lines 








(in Siam's case, 6,000) which do not depend 
on huge capital investments or need skills in 
short supply in their home countries. Or 
consider little Agromarina. The shrimp 
business depended initially on biology bof- 
fins from Ralston Purina; but Agromarina's 
research labs are now in Panama, staffed by 
Panamanians. It is their work (building upon 
the original American investment) that has 
enabled the company to start selling post-lar- 
vae and bloodworms. 

The ability and will to export would, 
one might think, be the most obvious gauge 
of the international success of third-world 
companies. Not quite; in some cases compa- 
nies complain that the quest for foreign ex- 
change makes politicians put pressure on 
them to export at low margins or to markets 
where they can never be competitive. But it 
is striking how many of our companies have 
done well in their own regions. For some 
companies, like Sivensa, Agromarina, and 
Vitro, export strategy is easy— you just pray 
that Congress does not get protectionist, 
and sell to America. 

More impressive are the companies— 
Enka, San Miguel, Tanganda, upc, Liem— 
which have carved out profitable markets in 
parts of the globe where there is no domi- 
nant large, rich country. On a much smaller 
scale, Morris & Co., a growing, African- 
owned steelmaker in Kenya, imports ore 
from Zimbabwe and exports construction 
steel to Zaire, Rwanda and Uganda. It will 
grow out of this region only cautiously; even 
in Egypt it can easily be underpriced by big 
steelmakers from Japan and Europe. This is 
the sort of realism that stopped Ethiopian 
Airlines wasting money on package tourists 
from Europe to Africa. 

im =. 





New stars from the East and South 


How governments can help tomorrow’s entrepreneurs help themselves 


FEW swallows do not a summer make; 

if there are plenty of admirable compa- 
nies in the developing world, there are many 
more making shoddy goods, relying for pros- 
perity on nothing but political connections 
(for which read, less politely, corruption) 
and which would go under if they were not 
protected from competition. Every serious 
government of a poor country should won- 
der how to breed more swallows—compa- 
nies that will take a realistic view of their 
prospects over the long haul. 

That is not always easy. Businessmen in 
the developing world are as inclined to take 
a short-term view as a Wall Street arbitra- 
geur, or a company that eschews investment 
in R&D for the promise of a fast buck. The 
first reason for short-termism in the devel- 
oping world is politics; when political favour 
matters so much to success, a businessman 
will milk his temporary contacts for all they 


are worth. Next year he may be as devoid of 
influence as his contacts may be of power. 

Secondly, short-termism is a function of 
the service (or trading, or commercial) sec- 
tor. When a government controls the im- 
port of machinery needed for manufactur- 
ing, someone who wants to get rich quick 
would be mad to do anything bur grandly 
call himself the Acme Trading Company 
(Agents and Industrial Services), buy an im- 
port licence, sell it to a manufacturing come 
pany that needs it, and retire to a farm with 
out employing anyone but himself, or 
sinking capital in much more than a brief 
case. 

If an aspiring businessman wanted to do 
more than go into trade, his next hurdle 
would be finding capital. Getting bank loans 
may not be particularly difficult; the tradi- 
tion of the service industries means that 
many developing countries have quite sov 
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phisticated banking networks, backed by 
government-owned development banks. For 
smaller, or less formal business schemes, 
community-credit facilities like the tontines 
of West Africa may chip in. 

The problem in Africa particularly, say 
officials at the IFC charged with finding en- 
trepreneurs there, and Dr Ben Kipkorir, the 
chairman of the state-owned Kenya Com- 
mercial Bank, is not a shortage of entrepre- 
neurs—indeed, a new IFC facility on the con- 
tinent is being swamped with them. But few 
aspiring entrepreneurs are prepared to sink 
equity into a project. Typically, their main 
asset will be land, and they may need the say- 
so of an extended family before they can 
pledge it to a business scheme. So businesses 
tend to start out much too highly geared, 
with the entrepreneur under pressure to 
make as quick a return as he can to pay back 
the bank. 

This kind of behaviour partly explains 
why so many even newly successful firms in 
poor companies are mainly owned either by 
foreigners, or by those with access to capital 
outside the country (the overseas Chinese, 
Asians and British, again). But here too 
there are problems, again because of the per- 
vasive nature of politics. Few Asian busi- 
nessmen in East Africa, or Chinese business- 
men in Malaysia, want to appear so 
successful that their head is perched invit- 
ingly over a parapet. 

Alternatively, successful businessmen 
may be members of established commercial 
“clans”. Both Alfa and Vitro, for example, 
are controlled by the sisters, cousins and 
aunts of the intermarried Garza and Sada 
families of Monterrey. Family ownership, 
too, has a downside. Even with the overseas 
Chinese, many of whose companies have 
been floated on stockmarkets, real control 
may remain with an extended family, which 
sees no particular need to consider the inter- 
est of outside shareholders. Almost inev- 
itably in such a structure, many top manage- 
ment positions will be held by family, with 
erratic results. 

It follows that a key lesson from this sur- 
vey is that, in the developing world, profes- 
sional management brings quite dispropor- 
tionate rewards. A company like Enka or 
San Miguel shines because it has realised 
how necessary it is to attract excellent man- 
agers from outside the ranks of the founding 
families. But such humility is by no means 
common—any more than it was, 100 years 
ago, in Britain or America, or is in parts of 
Italian industry today. 

When so many of the impediments to 
success are cultural or political, calls for re- 
form can often be worthless. If a country’s 
top politicians are used to the favours that 
come their way from controlling import li- 
cences or foreign exchange, they will change 
only if they are forced to do so. And being 
“forced” can often mean accepting the dic- 
tates of the international agencies, which 
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gives other politicians an easy target to snipe 
at. 

Links between a number of developing 
economies are rarely as politically controver- 
sial within those countries as links with the 
international agencies. So the development 
of regional trading areas like ASEAN in Asia, 
or the Preferential Trade Area in East and 
Central Africa, can be offered as a reform 
with a genuine chance of success. But it re- 
mains a chance only; the Caribbean Basin 
Initiative, for example, was supposed to 
boost the prosperity of its region's poor 
countries by ensuring access to the Ameri- 
can market for their goods. So far, however, 
the squeezing of quotas on sugar imports 
into America from the same countries has 
cancelled-out gains in the trade of manufac- 
tured goods. Still, one of the lessons from 
our stars is that regional markets can pay. 
Some companies are well on the way to be- 
coming “third-world multinationals”, and if 
regional trade arrangements help that hap- 
pen, so much the better. 

[n essence, the call for regional markets 
is no more than a part of the call made in 
this year's "World Development Report" by 
the World Bank for "outward-oriented" 
trade policies. It called for realistic exchange 
rates; replacing quantitative restrictions on 
imports with tariffs; and eschewing protec- 
tionism. lt argued persuasively that coun- 
tries that had adopted such policies (pre-em- 
inently, the "Little Dragons" of East Asia) 
had outperformed those that had not. 

The central argument for outward ori- 
entation is that it makes domestic firms com- 
petitive, shocking them into increasing their 
quality and efficiency. If, that is, they are al- 
lowed to become efficient. It is not only the 
external posture of developing countries 
that needs liberalising. If manufacturing in- 
dustry was once regarded as a test of moder- 
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nity, no less was bureaucratisation (during 
their colonial heyday the Spanish, French, 
and British alike had superb administrative 
skills). The consequence is that much of the 
developing world is—for its level of eco- 
nomic activity—ludicrously over-regulated. 
This can mean that an aspiring entrepreneur 
must pass certain legal tests before forming a 
company; meet tax obligations, minimum- 
wage standards, environmental controls, 
and western requirements (business plans, 
for example) for credit. 

In the words of one study prepared for 
the World Bank, faced with such obstacles 
someone in the "informal" sector of the 
economy would have to be "either heroic or 
blind to opt for formal activity". That is why 
so much economic activity in the developing 
world (and, no doubt, excellence too), re- 
mains hidden from official view. From fran- 
cophone West Africa to Peru, where "El 
Otro Sendero" (The Other Way) Mr 
Hernando de Soto's 1986 book on the infor- 
mal economy has been a best-seller, 
successive studies have urged the deregula- 
tion of small, informal business as a method 
of nurturing the excellent companies of 
tomorrow. 

There is probably no single way in which 
the politicians of the developing world could 
do so much to encourage excellence as by 
such slashing of red tape. Unfortunately, 
that prompts a word of warning with which 
to end a survey such as this. The inevitability 
of politics is the single most significant fea- 
ture of commercial life in poor countries; 
and excellence at maintaining political con- 
tacts the most important skill of our excel- 
lent companies. It is going to take a sea- 
change in the way that politicians think of 
their duties and the source of their pay to 
allow excellence to emerge. 
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International shares go down— 


but not out 


To 

p THE international market for shares go- 
ing to survive the stockmarket crash? 
During their bull phase, the world's 
stockmarkets gave birth to a huge market for 
shares traded outside their home stock ex- 
changes. Both the lifting of exchange con- 
trols in countries such as Britain and Japan, 
and the willingness of investors to spread 
rtfolios abroad, invigorated this new mar- 
et. New issues by companies of shares out- 
side their home exchanges—known as 
Euroequities—also became popular, as mul- 
tinationals sought more far-flung sharehold- 
ers. In the past three years, the annual value 
of Euroequity new issues has trebled, to 

reach $17.7 billion in 1987. 

Since Meltdown Monday, October 
19th, these issues have dried up. Some inter- 
nationally-minded companies now regret 
this form of overseas expansion, because 
their internationally-traded shares fell 
harder than their home markets. And some 
institutional investors who bought foreign 
shares had their fingers burnt. But in time, 
the forces that created international equities 
should reassert themselves. 

Investors’ appetite for stocks in overseas 
markets grew phenomenally during the 
1980s. According to Mr Michael Howell, of 
Salomon Brothers, total trading of “for 
eign” shares (gross sales plus gross purchases 
of equities by foreigners) reached $552 bil- 
lion in the first half of 1987, 50% up on the 
same period of the previous year. Much was 
traded internationally; since the crash, turn- 
over of shares outside their home markets 


has dropped at least as much as turnover on 


their home exchanges. 

London's telephone-and-screen market 
is the largest dealing-place for international 
shares. Nobody knows the exact volume of 
foreign shares traded in London because 
only member firms of the International (for- 
merly London) Stock Exchange (ISE) are 
obliged to report their trades. But the ex- 
change reckons that the £500m-worth of 
daily business that member firms reported 
on average before the crash (an increase of 
1096 in a year) was probably equalled by 
non-member firms. This means that the in- 
ternational share business in London has of- 
ten exceeded its domestic business. That is 
little cheer now, because the average daily 
turnover in international shares on the ISE 
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has slumped to £350m since the crash. 

On American exchanges, many foreign 
shares are traded in the form of American 
Depositary Receipts (ADRs). Turnover in 
ADRs accounts for roughly 596 of the total 
volume on the NYSE, which currently aver- 
ages about 160m shares a day. On occasions 
however, more shares of British giants like 
Glaxo, Jaguar and 1c! have been traded in 
New York than in London, even though 
Americans own a much smaller proportion 
of the shares. Such foreign equities have 
sometimes been among the most actively- 
traded shares on the American exchanges. 

Following October 19th, companies and 
stockbrokers in both New York and London 
made scapegoats of foreign shareholders. 
They accused these foreigners of emotion- 
ally selling the international shares in their 
portfolios first, thus pulling their prices 
down further than was necessary. The facts 
do not support these accusations. True, be- 
tween October 15th and November 4th, the 
shares in Jaguar and Ici, the most quoted 
cases, fell by 50% and 36% respectively, 
while the FT-SE 100 index in London fell by 
30%. Yet of the 12 most actively-traded Brit- 
ish ADRs, eight outperformed the FT-SE. 

The virtue of an efficient market is its 
liquidity. A good test of that is the spread 
between the buying and the selling prices of- 
fered by market-makers. In London, the 200 


most actively-traded foreign shares (which 
account for 60% of the turnover in the 700 
odd companies quoted on bes Interna- 
tional, the isE's electronic trading system) 
traded before the crash at a spread of 0.896, 
the same as the most liquid shares in Lon- 


don's domestic market. After the crash, 
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those international shares traded at a spread. — 


of 1.296, compared with a spread on liquid - 
domestic stocks of at least 1.596. wm 
measure, London's international market is - 
more efficient than its domestic one. 

Will investors lose their taste for owning 
foreign shares? Clearly, the crash has fright 
ened many away from equities. And the 


n 


spate of international new-issue duds, such 


as BP and Eurotunnel (which has fallen bya 


third since it was launched in November), - 


has peeved overseas money managers. Many 
shares have been the butt of overseas selling. — 
Thomson-CsF, a French electronics com- 
pany, has in the past two years seen its for- 
eign olding dwindle from a peak of 
40% to 15% today. Some British stocks that 
were the bull-market darlings of America 
have seen their American ownership 

rate. Between October 15th and N 

4th, 38% of outstanding ADRs in Glaxo 


found their way back to London—though- 


its share price outperformed the market, 
which shows that heavy foreign selling does 
not have to harm the price. 

Although the crash has turned investors 
around the world away from equities, the 
proportion of pension-fund assets invested 
overseas will continue to rise in the long run: | 
At the end of June 1987, only 4% of Ameri- 
can pension-fund assets was invested in for- 
eign equities, compared with 1996 of British - 


pension-fund assets. According to Mr How- — 
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| ell, those American funds that invest in for- 
eign equities rarely hold less than 10% of 


their portfolio abroad. So roughly 6096 of 


pension funds own no overseas shares. 


Many of them could catch the international 


equity habit; fund managers are now offer- 


ing cut-throat rates of as little as 0.1% a year 
to manage international portfolios. 

Japan is also underweight in foreign eq- 
uities, which account for only 296 of its total 


- pension-fund assets. Even so, in the first half 
- of 1987, the net flow of funds from Japan 
into other stockmarkets rose to around $10 


billion. That compares with Britain's $3.3 
billion and America's $2.2 billion. 
When the trend to international owner- 


- ship of shares revives, the London market 
- should benefit most, thanks to its relative 


lack of regulation and its freedom from irk- 
ing taxes and fixed commissions 


"1 which hamper rival financial centres. Sig- 






nificantly, few of the big international firms 
m » 


^t E plans to retrench. The ten largest 


that dominate London's international mar- 


with the clout to trade and distribute 


E large blocks of shares—including Salomon, 
— Morgan Stanley, and S.G. Warburg—ac- 
— count for around 60% of the non-British 


business i in London. Commission i in- 


| | ; | Fishing on the Dee 


IG sleepy British firms hoped that the 


stockmarket collapse had put an end 


|| to cheeky bids from smaller companies. It 
| hasn't. Bids made with shares may be 


_ passé, but a new threat has arrived from 


America: bids made in cash financed by 
- borrowing. There appears to be no short- 


- age of bankers queueing to lend, although 
| some should remember that repayment 


will depend on the sale of purchased assets 
— ] that may prove hard to sell. 

3 Investors are no longer falling for bids 
| by small companies offering highly-rated 

| shares. The £2 billion ($3.6 billion) offer 
— || for Storehouse, Sir Terence Conran's re- 
— || tail giant, by Benlox, a small industrial 

- | group worth only £20m, was made in Sep- 

|] tember when the bull market had little life 
| left. That bid lapsed on December 18th 
— || with few takers. 

Cash may still work. On December 
~ 17th Barker & Dobson, a supermarket 
} group with a market value of £135m, bid 
| £2.04 billion for Dee Corporation, which 
— Mr Alec Monk had built into Britain's 
Alongside 

£790m of new shares, Barker is offering 
| Dee shareholders £1.25 billion of cash— 
| provided by seven banks. Barker will re- 
| pay them by selling off most of the Dee 
. empire, keeping only the Gateway super- 
| market chain. The banks, headed by 


third-biggest food retailer. 


this international market—is this year reck- 
oned to be nearly £200m in London. 

Most of those ten have seen their mar- 
ket share increase since October 19th, at the 
expense of the smaller houses that lacked 
the capital and confidence to accept the 
crash's stream of sell orders. Morgan Guar- 
anty doubled its market share. Admittedly, 
several of the small houses therefore missed 
out on the losses too. Many of the American 
investment banks in London have paid a 
price of tens of millions of dollars for their 
long-term commitment to international eq- 
uities. In the end, their confidence in the 
market should prove justified. 





Retrenchment 


Crash diet 


NVESTMENT bankers are no longer the 
most envied breed in Manhattan and 
London. Many of them will start the new 
year in fear of their well-paid jobs, as what is 
typically called “downsizing” sweeps 
through the securities industry. 
In New York the five-year bull market in 
jobs as well as equities meant that securities 


Kleinwort Benson (Barker’s adviser) and 
Citibank (which is putting up £650m) 
have thrown in a further £350m to ref- 
nance Dee's existing debts. This is only 
the second big American-style bid on bor- 
rowed money in Britain. 

Despite the deal’s novelty and the bid- 
der’s small size, Kleinwort arranged the 
loan on favourable terms to Barker. It will 





Monk, predator turned prey 


houses’ costs were always rising faster than 
any prudent business should allow. Accord- 
ing to Mr Perrin Long, of Lipper Analytical 
Services, the pre-tax profits of brokers on 
the New York Stock Exchange totalled $3 
billion back in 1982; their expenses were 
then $20 billion, of which staff costs made 
up $9 billion. Mr Long estimates 1987 prof- 
its to be only slightly higher, at $3.7 billion. 
This is on a far more than doubled cost base 
of $49 billion, of which $21 billion is pay. 
Staff can say their costs are a smaller propor- 
tion of total costs than in 1982; management 
replies that staff costs are easiest to cut. 
Senior managements began to sharpen 
their hatchets even before October 19th. 
Salomon Brothers inaugurated the recent 
wave of lay-offs by firing 800 staff, 12% of its 
American workforce, on October 13th. On 
December 4th, Kidder Peabody, another in- 
vestment bank, told 1,000 employees to 
clear their desks. Three days later, L.F. Roth- 
schild laid off 700 employees, 35% of its to- 
tal. Merrill Lynch, Wall Street's largest bro- 
ker, says it intends to trim its 44,000 
workforce so that it can cut $370m from its 
1988 budget. One Merrill official concedes 
that 2,000 jobs could go. Some analysts 
reckon the 450,000-strong American securi- 
ties industry needs to slim its workforce by at 


pay a margin of 13496 over LiBOR, the 


banks’ own cost of funds—no more than 


it might have paid during the bull market. 


Barker will not pay any principal back for 


18 months and its final instalment is not 


due before December 1990. The banks 


have not followed the American practice 


of insisting that Barker follow a strict 
schedule of disposals. 


If the bid succeeds and £1,39 billion of 


goodwill (the book value of Barker's bid 


plus costs less £680m of Dee's net assets 


when last reported) is written off, the new 
group will have negative net worth. It will 
also need to sell something to meet its first 
year's interest bill of around £180m. 
Stockbroker County NatWest thinks the 


unwanted parts of Dee—including 76 out- 


oftown superstores—are worth about 


£1.2 billion. 
Dee's full break-up value may be £2.5 
billion, but leveraged bids are risky when 


stockmarkets are volatile. Potential buyers 
of assets will pitch their prices low, know- 


ing that Barker has to sell. Last September 
Shearson Lehman, an American invest- 
ment bank, arranged a £2 billion loan for 
Mountleigh, a property company, to buy 


and break up Storehouse. Mountleigh 
called off that 
stockmarket crash, much: to Shearson’s 
subsequent relief. If Barker takés over Dee 
jii to run into another "Black Mon- 
ay , 


bid, just before the 


its bankers may be helping out be- 
hind the meat counter. 
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Oil futures look east 


on the world’s oil markets have made ene 
an ED cool t tool for oilmen. Singapore may make oil futures global 


N 1987 the price of North Sea Brent oil 
bounced around between $15 and $21 
a barrel. Thanks to OPEC's continued in- 
ability to control its members' oil produc- 
*tion, the first few months of 1988 should 
see another dip in prices. With oil prices 
liable to change sharply either way even in 
a single day, oil companies and traders can 
suffer heavy losses on oil trading. 

Some of that risk can be reduced by 
hedging deals with oil futures. A trader 
who has bought a cargo of oil may sell fu- 
tures to protect himself against prices fall- 
ing before he is able to sell his cargo. More 

esoteric oil options allow players to hedge 
their cash and futures positions without 
losing out if prices move in their favour. 

New York's Mercantile Exchange 
(NYMEX) is the biggest forum for energy fu- 
tures and options. In 1986, when oil prices 
swayed between $8 and $28 a barrel, it 
traded 13.0m energy contracts, 8696 upon 
1985. In 1987, it saw a further 7796 rise. 
London's International Petroleum Ex- 
change (IPE), its smaller European rival, 
traded some 1.1m contracts in 1987, a 
17% increase on the year. 

Unfortunately for oil companies and 
traders operating from East Asia, time- 
zone differences with the West make fu- 
tures trading a part-time business, Yet 
20% of the non-communist-world’s oil is 
refined in East Asia, and far more is 
shipped through the area. 

Global oil futures may be in sight. 
NYMEX is discussing with the iPE the 
possiblility of trading West Texas Interme- 
diate oil futures in London. That would 
increase the continuous trading period of 
the successful American contract to 10! 
hours a day. Such an arrangement could 
get off the ground before the end of 1988. 

The next step would be an East Asian 
futures market. In Japan's still highly regu- 
lated financial markets, energy-futures 


least a further 1596. 

The back office, now increasingly com- 
puterised, has often been first for the chop. 
The logic of Shearson Lehman's recent pur- 
chase of E.F. Hutton is that Shearson's back 
office, one of the most efficient on Wall 
Street, can handle Hutton's business as well. 
So expect 5,000-6,000 Hutton men to be in- 
vited to leave. 

Those to be hired during the lean times 
ahead will be a different breed from the 
dealmakers, salesmen and back-office wal- 
lahs recruited over the past few years. Korn 
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MARKET FOCUS 


trading is unlikely to evolve before the 
1990s. Singapore, the world's second- 
busiest oil port after Rotterdam, looks a 
more promising venue. An oil-futures 
market which shared the hours of Singa- 
pore's International Monetary Exchange 
(SIMEX) would extend the world's continu- 
ous daily trading period to 1812 hours. 
The Monetary Authority of Singapore 
and NYMEX have already sniffed at each 
other. Any joint venture would, as with 


* Excluding intra-area trade 
A First 11 months at annual rate 





the proposed NYMEX/IPE link-up, involve 
trading West Texas Intermediate con- 
tracts on SIMEX. But Singapore could go it 
alone and create its own oil-futures market 
on SIMEX or on a separate exchange. 

Singapore's oilmen already have a 
short-term forward market in naphtha, an 
oil product used by the chemical industry. 
Some 60% of all naphtha deals now struck 
in Singapore are for delivery one or two 
months ahead. Buyers take eventual deliv- 
ery of their cargo in Japan. 


Ferry and Russell Reynolds, a firm of head- 
hunters report demand for international 
mergers and acquisitions specialists, as well 
as t with the arcane maths of 
interest-rate and currency swaps 

In London only vh l ‘000 jobs have 
been shed so far—not many compared with 
cuts in New York, or with the roughly 
60,000 London financial jobs which Profes- 
sor Charles Goodhart of the London School 
of Economics thinks have been created in 
the past two years. Most of the job losses 
have been in the Euromarkets, partly be- 
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The success of forward naphtha trad- 
ing has encouraged Singapore's oil compa- 
nies and traders. But a fully-regulated oil- 
futures market would be more 
complicated and costly wYwEX's West 
Texas Intermediate contract flourishes be- 
cause the crude is a well-traded, 
recognisable standard. That provides a 
strong physical trading base to back up fu- 
tures activity. In East Asia the plethora of 
crudes and oil products traded makes a 
standard hard to pin down. And there will 
not be enough storage space in Singapore 
for an oil-futures market until 1989, by 
which time there will be enough capacity 
to allow the cargoes underpinning oil fu- 
tures to be delivered 

But Singapore's oil traders believe that 
it could fill a niche, by introducing a fu- 
tures contract in heavy fuel-oil—used to 
propel the world's shipping fleets, and the 
most widely traded oil product in East 
Asia. Its quality is consistent enough to 
underpin a futures contract. Singapore al- 
ready has a thriving "bunkering" busi- 
ness, supplying fuel to shipping on the 
main Asian and Pacific trading routes. In 
consequence, small loads of heavy fuel-oil 
are readily available to provide the physi- 
cal back-up to futures trading. 

Such a contract has other attractions 
for Singapore. As yet, NYMEX offers no 
coverage for heavy oil-products. It is con- 
sidering a fuel-oil futures contract; but be- 
cause of time-zone differences that could 
complement, rather than compete with, a 
Singaporean contract. 

Singapore's oil-futures plans are still 
on the Monetary Authority's drawing 
board. There they will remain, unless one 
final hurdle can be cleared. That is the 
lack of sophistication of East Asian oil 
companies and traders. Most say they 
want a fuel-oil futures contract for Singa- 
pore, but at present few hedge their physi- 
cal oil trading on the American and Euro- 
pean futures markets. The big 
international oil companies operating in 
the region, already enthusiastic users of 
energy-futures markets elsewhere, reckon 
that locals will be keener to play if the fu- 


tures game arrives in their own backyard. 





cause big American banks are readier to hire 
and fire at will, and partly because the Euro- 
bond market turned sour as early as spring 
1987. Since August Chemical Bank, 
Shearson Lehman and Salomon Brothers 
have each shed 150-170 people. Post Octo- 
ber 19th, gloomsters predict that many more 
equity jobs will be lost. 

Turnover of British equities has roughly 
halved from its pre«rash levels of around 
£1.2 billion ($2.0 billion) a day. Assuming 
that brokers earn an average of 0.2696 com- 


mission, that market-makers make profits of 
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.. ene tenth of the spread at which they deal ` 


(about 196); and that 35% of investors’ busi- 
ness goes directly to market-makers, the 
annualised income that firms can expect 
from domestic equity dealing has slumped to 
£310m, from £640m-a-year in the nine 
months to October 27th 1986. 

The gilt-edged (British government 
bond) market is even more overcrowded. It 
still sports 24 market-makers, while in 
America there are 40 primary dealers in a 
government bond market ten times the size. 
Only two of the 24 made money in 1987, 
and the imminent arrival of Japan's two larg- 
est securities firms promises to make the 
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- market still more competitive. 


Some firms 


refuse to make hurried cuts. 


The large European banks active in Lon- 
- don's international markets, such as Paribas 


and Swiss Bank Corporation, are reluctant 


— to undo in a few weeks a recruitment pro- 
gramme that lasted several years. And Ja- 


pan's big four securities houses, although 
they plan to slow their overseas growth of 
staff (see box on this page), still view the in- 
ternational markets as an essential target for 


= their country’s savings. 


> 
. 
a 
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- have won a bigger slice of the market since 


The largest firms in British equities, who 


S Big Bang, say they regard the shake-out as a 
— chance to pick up talented staff. The three 
A Yam market-makers—Smith New Court, 


Warburg and Barclays de Zoete 
Wedd—are still recruiting analysts, back-of- 


fice workers and credit controllers. Other 
Ye well-capitalised London firms say they are 
—— ready to drift through the doldrums until 


Us cem r 


turnover picks up. But a lot of medium-sized 
stockbrokers will have to follow the example 
of Sheppards, and of A.J. Bekhor, which be- 
tween them shed 100 staff in December. 
Many pessimists doubt the commitment 
of the big American investment banks to 
London, especially since E.F. Hutton shed 
80% of its investment banking staff of 240 
just before Christmas. Mr David Band, the 
head of Morgan Guaranty in London, says 
that the Americans’ commitment can only 
be to what investors want. That could mean 
smaller but more flexible teams of analysts, 
computer boffins and salesmen, devising 
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products for investors’ changing whims. Mr 
Band thinks reforms to America’s Glass- 
Steagall Act (which separates commercial 
from investment banking) could give sacked 
and homesick Americans the chance of find- 
ing work back home. 





Japanese securities houses 


Annus mirabilis 


TOKYO 


APAN'S securities companies enjoyed 
such a bumper year up to the third quar- 
ter of 1987 that their profits put even the 
mightiest of Japanese manufacturing indus- 
try into the shade. The biggest, Nomura Se- 
curities, earned pre-tax profits of Y493 bil- 
lion ($3.3 billion) in the year to end- 
September, and thus overtook the 


NTIL two years ago, foreign stock- 

brokers had never been seen on the 

| Tokyo Stock Exchange. Then six foreign 

firms got in, and now the exchange is to 

increase the number of foreign seats to 
22, or one-fifth of the total. 

When 22 new seats on the crowded 
exchange floor became available in 1987, 
20 overseas firms and 20 Japanese ones 
applied. The exchange has awarded 16 of 
them to gaijin, partly because of mount- 
ing pressure from foreign governments 
to open up its membership. 

The existing members, predomi- 
nantly small Japanese firms, have the last 
word on letting in new members. They 
yielded only grudgingly. Sixteen was as 
many foreigners as the exchange thought 
it could get away with without risking a 
revolt from the backwoods. Its officials 
are keen to be seen to internationalise 
the exchange, and had hoped to admit 
more. But they lost an eleventh-hour bat- 
tle with the membership to let in a 17th 
foreign firm, James Capel, at the expense 

| of a Japanese applicant. 


| 









Too crowded for Capel 


Getting in the gaijin 





carmaker Toyota as Japan’s biggest profit 
maker. The other three large securities 
firms—Daiwa, Nikko and Yamaichi— 
ranked in the top ten. The 16 securities 
houses listed on the Tokyo Stock Exchange 
made the equivalent of 40% of the total pre- 
tax profit of Japan’s 1,055 quoted manufac- 
turing companies. 

There have been shocks since then. 
Even before Black Monday, the securities 
industry knew that Japan’s huge savings 
and current-account surpluses were not 
likely to fuel as rapid growth of income *s 
they had done in 1986-87. Now they are 
worried by the chastened atmosphere in 
world stock and bond markets, by lower 
stockmarket commissions in Tokyo, and by 
the prospect that deregulation will snatch 
away some of their domestic privileges. 

The previous tide of profit allowed the 
big four to expand abroad—like Japan's 
carmakers and electronics firms before 

































Foreigners’ securities business 

in Japan 

Million yen Net Pre-tax 
(Financial years profit profit 
ending September) 86 $87 $86 87 
Members of Tokyo Stock Exchange 

Merrill Lynch 527 500 1670 3840 
Morgan Stanley 404 428 1222 1532 
Vickers da Costa 200 394 714 1042 
Goldman Sachs (72) 318 148 1390 
SGWabug | 163 181 482 550 
Jardine Fleming 1395 (59) 1849 (15) 
Successful applicants 

Salomon Brothers 1690 2265 4934 6712 
Smith Barney 321 278 733 860 
Kleinwort Benson (184) 152 (157) 644 
Kidder Peabody 68 84 187 238. 
First Boston 35 42 74 Ww? 
Baring Brothers (89) (40) (88) 123 
Societe Generale (40) 20 
Schroder (87) (56) (78) (54) 
Dresdner Bank (87) (87) 
Prudential-Bache 493 (115) 738 416 
W.I.Carr 378 (132) 547 (246) 
Swiss Bank Corp. (524) (469) 
Deutsche Bank (110) (658) (79) (550) 
Shearson Lehman (763) (969) (762) (931) 
County NatWest (1158), (1149) 
UBS-Phillips & Drew (2129) (2128) 
Unsuccessful applicants 

Chase Manhattan (828) (827) 
James Capel (304) (301) 
Barclays de Zoete Wedd (244) (244) 
Alexanders Laing & C. na na 
TOTAL (ine other) 4029 (4890) 12220 8458 
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E uS panic, too. Barely a 





ry's domestic corporate-bond market— 
which had cruised to a value of $500m in 
only five years—collapsed. Many of the 


dapest Bank with sell orders. The crash, 


ket to its budget-cutting government. 


ity programme for 1988, announced in 
November. The government plans to cut 


pected to push the official rate of inflation 


bonds— most of which carry an interest 
rate of only 9-1196—rushed to sell and 


sumer durables and property. 


terest bonus of 1-496 to loyal investors. 
of the shops. By mid-December the bond 


public was buying again. 








them—without having to worry much 
about earning immediate returns. At the 
end of September 1987 the big four em- 
ployed more than 5,000 people overseas, a 
full 2,000 up on the figure a vear earlier. But 
their aggregate pre-tax profit overseas was 
only ¥78 billion ($520m), with Daiwa and 
Yamaichi suffering a drop on the previous 
year. Even Nomura's overseas prófits rose 
only 196 to Y38.5 billion, and that was be- 
fore October's crash showed that interna- 
tional securities markets were a dangerous 
place to be. All the big four now say they 
will slow their overseas expansion and con- 
centrate on making more profit out of what 
they already have abroad. 

Will their strategy work? The prospect 
of stickier earnings at home is the greatest 
worry. The securities companies rely on the 
trading of Japanese equities for their basic 
income. The big four, which account for 
half the total trading volume on the Tokyo 
Stock Exchange, got 45% of their total in- 
come from commissions on equity broking 
in their most recent business year. Fixed 
commissions have given Japanese brokers a 
comfy cushion now denied to American 
and British ones. 

But the Tokyo Stock Exchange has cut 
these fixed commissions three times since 
April 1985, by an average 2596 in all. Insti- 
tutional investors, increasingly grumpy 
about having to pay fixed commissions in 
Tokyo, have done best out of the cuts, see- 
ing their commissions fall by up to 50%. Yet 
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month after Black Monday, Hunga- 


100,000 bond holders stampeded the Bu- 


and the subsequent recovery, showed the 
e value of Hungary's budding capital mar- 


The trigger was Hungary's new auster- 


subsidies on consumer goods. That is ex- 


up to 14-15% for 1988. Holders of the 


plough the proceeds into jewellery, con- 


The throng of sellers pushed the banks 
and some companies into offering an in- 


This seemed to help, as did the emptiness 


market had returned to normal, and the 









The government breathed a sigh of re- 
lief since it hopes to issue bills itself. It is 
keen to cut subsidies to Hungary's loss- 
making companies, and hopes that the 
bond market can provide more than its 


Soon they will be queueing for shares 


ployees will be able to buy shares in their 
companies, which will pav a dividend 
based on company performance. But the 
difficult ideological question of allowing | 


somebody to buy shares in 
does not work for iS unresolved. 
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present 10% share of industrial invest- 
ment. Shares could also help: soon em- | 
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they still have to pay around 0.696 on a bar- 
gain of ¥25m—while on a commensurate 
£100,000 ($183,000) deal on London's ex- 
change the commission would be about 
0.25%. So the Japanese brokers will find it 
hard to resist pressure for further cuts in 
1988. 

In the year to end-September, the aver- 
age daily value of shares traded in Tokvo 
rose by 7896 to Y882 billion. This swelling 
turnover far more than offset the fall in 
commission rates, and the big four all in- 
creased their commission income by around 
4096 in the year. However, the commission 
cuts that came into effect in October were 
the largest yet, and stock-exchange trading 
volume has halved since the crash on world 
markets. Miss Yuko Suganuma of 
S.G.Warburg Securities (Japan) estimates 
that the commission income of the big four 
will decline by an average of 11% in the year 
to September 1988. 

Negotiated commissions in Tokyo are 
still a distant prospect, but the securities 
companies have been seeking a new source 
of steady income by expanding their under- 
writing business. New bond and equity is- 
sues by Japanese companies in the year end- 
ing September reached a record ¥11.7 
trillion. Income from underwriting and 
distributing new issues increased by an aver- 
age 61% for the big four, and now accounts 
for 6-7% of their income. 

Bond trading provided last year's head- 
ache. Since mid-May bond prices have 


dropped several times in sudden dives. The 
big four reported a 4096 rise in bond-trad- 
ing profits in their 1986 financial year. In 
the year ending in September 1987, Nomu: 
ra's profits from bond trading slumped by 
48%, and Daiwa's by 65%. Nikko and 
Yamaichi reported bond-trading losses of 
¥9.3 billion and Y17.3 billion respectively, 

There are lots of other worries for 1988, 
There are now many fewer equity-linked 
corporate-bond issues. Investment by com- 
panies in tokkin funds, which offer tax ad- 
vantages, seems to be drying up. Companies 
are having to switch to invest more in theit 
own businesses. At this moment of squeeze, 
the government is encouraging private in- 
vestors to consume more and save less, so 
less money may flow into investment trusts, 
Investment-trust assets had risen from V6.] 
trillion in 1980 to ¥43.7 trillion by last Sep- 
tember. They have, like tokkin funds, pro- 
vided a growing source of money-manage- 
ment income for securities houses. The 
mooted changes in capital-gains tax could 
further dampen private interest in buying 
shares. 

Overshadowing everything is the pro 
gressive deregulation of lapan's financial 
markets. The big four are the firms with the 
most privileges and profit to give up. Their 
financial strength and political influence 
will make them tough bargainers in the pro- 
tracted negotiations over deregulation that 
lie ahead. 
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TOMORROW'S SHAPES 


The practical fractal 


It is no accident that the inventor of fractal 


eometry, Dr Benoit 


Mandelbrot, works for IBM. His new science is a child of the computer age. 
Without the calculating power to explore its weird avenues, and electronic 


pictures to fire the imagination, 


geometry would have remained a 


fractal 
mathematical oddity. Instead, it may oyertake Euclid 


ETWEEN the late 1950s and the early 

1970s Dr Mandelbrot invented a 
branch of mathematics that can describe 
and analyse the irregularity of the natural 
world. The key to his theory is a type of 
shape that he called a fractal. The descrip- 
tive power of fractals was soon evident. 
Fractal forgeries—a type of computer-gener- 
ated picture—of clouds, mountains and 
coastlines bear an uncanny resem- 
blance to the real thing. But pretty 
pictures are not enough to overthrow 
Euclid. Now, 12 years after Dr 
Mandelbrot wrote his book, “The 
Fractal Geometry of Nature", the evi- 
dence that fractals can shed light on a 
wide variety of problems is piling up. 
The applied fractal has arrived. 

Fractals are shapes that look 
more or less the same on all, or many, 
scales of magnification. Consider a 
coastline, the most obvious example 
of a fractal in nature. Maps of coast- 
lines drawn on different scales all 
show a similar distribution of bays 
and headlands. Each bay has its own 
smaller bays and headlands, ad (al- 
most) infinitum, The same general 
structure can be seen in the magnifi- 
cent sweep of the Gulf of Mexico, the 
Baie de la Seine, the Pendower Coves 
near Land's End, the gap between two 
rocks on the foreshore at Acapulco, 
and so on down to the individual in- 
dentations of a single rock. Coastlines are 
crinkly however close to them you get. 

A mathematical shape that shares this 
property with coastlines is the Koch snow- 
flake, in which the bays and headlands are 
successively diminishing equilateral triangles 
(see diagram). Nature does not sculpt coast- 
lines from triangles, but the Koch snowflake 
does capture one feature of coastlines well. 
A tiny piece of coastline, magnified ten 
times, still looks like a coastline; the same 
goes for any part of the snowflake. Such ob- 
jects are said to be “self-similar”. 

Not so the familiar shapes of old-fash- 
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ioned geometry, which lose their structure 
when magnified. For example, the surface of 
a large sphere appears almost flat when 
viewed close up, which is why plenty of peo- 
ple used to think the earth itself was flat. 

Traditional geometry has to ignore the 
crinkles, whorls, squiggles and billows of the 
real world because they are irregular and so 
do not submit to standard mathematical for- 





mulae. The notion of self-similarity lets 
fractal geometers see a sort of order in the 
apparent chaos of these shapes. It lets them 
quantify the roughness and irregularity of a 
shape and give it a numerical value, known 
as its fractal dimension. 

- Dimensions are usually thought of as 
whole numbers. A line is one-dimensional, a 
square two-dimensional, a cube three-di- 
mensional. But fractal dimensions are not 
whole numbers: the Koch snowflake has 
1.2618 dimensions, the coastline of Britain 
has around 1.25 dimensions. The best way 
to understand this is not to worry about it. 


When mathematicians talk about fractal 
“dimensions”, they are not using the term in 
its ordinary sense. Roughly speaking, if 
something has more than one but less than 
two fractal dimensions it is better at filling 
up space than is an ordinary one-dimen- 
sional object (such as a line), but not quite so 
good as a two-dimensional one (such as a 
surface). A crinkly line of, say, 1.25 dimen- 
sions is better at filling up space than aone- 
dimensional straight line because you need 
more ink to draw the crinkle than vou do to 
draw the straight line. A line of 1.26 dimen- 
sions is even crinklier and needs even more 
ink. Some fractal curves are so wiggly and 
detailed that they fill up nearly all of the sur- 
face they are drawn on. So they come within 
a whisker of qualifying as surfaces—ie, as 
two-dimensional. That is the crude idea be- 
hind fractal dimensions. 

Armed with a technique for measuring 
the irregularity of shapes, the theory of 
fractals has now been applied to protein 
structure, acid rain, earthquakes, the 
fluctuation of exchange rates, oil ex- 
traction, epidemics, corrosion, brittle 
fractures, music, the distribution of 
galaxies, the level of the Nile; and the 
shapes of clouds, trees, lakes and 
mountains. Nearly every branch of 
science studies something that 
fractals can help with, because all as- 
pects of nature involve some rough- 
ness and irregularity. 


Superficial science 

Begin with surfaces. The shape of sur- 
faces is significant throughout sei- 
ence. When antibodies bind to a vi- 
rus, or enzymes to a molecule of DNA, 
they do so because of some affinity for 
the particular shape of surface in- 
volved. Chemical catalysts used in in- 
dustry work by causing reactions to 
occur on surfaces. Metallurgists worry 
about the form of fracture surfaces in 
metals. Geologists do much the same 
for mountain ranges. The same 
shapes may occur on many scales: high- 
powered microscope pictures of the surface 
of silicon look rather like the Grand 
Canyon. 

Shapes in nature are usually neither en- 
tirely regular nor entirely random. To con- 
struct theories of how materials behave, 
these shapes must be simulated mathemati- 
cally, either on paper or by computer. 
Fractals are the perfect tool for the job be- 
cause they have the right mixture of struc- 
ture and irregularity. Computer models 
based on fractals can explore how physical 


properties of a material vary under different 
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TOMORROW'S SHAPES 


conditions: how clay flows under pressure, 


for example. 

In 1980 Dr Harvey Stapleton at the Uni- 
versity of Illinois at Urbana investigated the 
magnetic properties of iron-bearing protein 
molecules. If a crystal is placed in a magnetic 
field, which is then removed, it loses its mag- 
netic properties in a characteristic fashion. 
This "relaxation rate" can be quantified; for 
perfect crystals it is always three. This can be 
explained mathematically: a crystal is a 
three-dimensional object and the relaxation 
rate is equal to the dimension. For proteins, 
though, Dr Stapleton obtained puzzling re- 
laxation rates, such as 1.7. 

He showed that the solution to the puz- 
zle lay in the geometry of the molecules. A 
typical protein molecule is a long chain of 
amino acids, folded and crumpled in a most 
irregular way. The crumpling is fractal—it 
keeps its structure across a wide range of 
scales—and the relaxation rate can be com- 
puted from its fractal dimension. In fact, the 
two are equal. So the abstract concept of 
fractal dimension pays off. 

Dr Douglas Rees at the University of 
California at Los Angeles and his collabora- 
tors have shown that protein surfaces—for 
example, the surfaces of haemoglobin, 
which transports oxygen in the blood—are 
fractal. Using computer analysis of the way 
X-rays are scattered when they hit haemoglo- 
bin, they found that the surface of that pro- 
tein has a fractal dimension of around 2.4. 
This suggests that the surfaces are very 
rough, rather like a crumpled paper ball. (If 
you take a piece of paper the size of this 
page, crumple it in your fist and then let go, 
the resulting office-missile has a fractal di- 
mension of 2.5.) 

Dr Rees also found that some regions of 
a protein's surface are smoother—that is, 
have a smaller fractal dimension—than oth- 
ers. This turns out to be a quite a help for 
biochemical engineers. Like velcro, proteins 
stick together best where their surfaces are 
roughest. And smoother regions seem to be 
where enzymes, which control the way mole- 
cules function, do their work. By measuring 
the fractal dimension of a protein molecule's 
surface, the rough can be sorted from the 
smooth in a precise way. Such techniques 
could help in the design of synthesised pro- 
tein molecules for new drugs because they 
should be able to pinpoint the active sites 
where enzymes will be able to work. 


Sociable particles. 


Soot is soft and crumbly because it consists 
of a loosely knit aggregation of carbon parti- 
cles. Similar sorts of mucky aggregation are 
found inside batteries as they corrode, in the 
process of electroplating, and elsewhere. In 
1983, Dr Thomas Witten at Exxon Labora- 
tories in Clinton, New Jersey, and Dr Leon- 
ard Sander from the University of Michigan 
at Ann Arbor found a new way of looking at 
how such deposits build up, a mathematical 
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model known as Diffusion Limited Aggrega- 
tion (DLA). In the DLA model, single particles 
spread out in what mathematicians call a 
random walk; that is, every so often they 
move a certain distance in a random direc- 
tion. They continue this diffusion until they 
collide with a growing smudge where others 
have already hit and then stick to it. 

Simulations of this process on a com- 
puter screen produce branching shapes like 
irregular ferns, with a fractal dimension of 
1.7. Similar random walks in three-dimen- 
sional space lead to fractal clusters with a di- 
mension of roughly 2.5. The DLA model has 
made it possible to analyse and measure 
many kinds of fractal aggregation. 

Dr Jens Feder and his colleagues at the 
University of Oslo have applied fractals to 
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immunoglobulin clusters. Immunoglobulins 
are proteins and, like a poached egg, tend to 
stick together when heated up. But what ex- 
actly makes them stick together? Why don't 
they crumble away? Knowing the fractal di- 
mension of such clusters provides an experi- 
mental tool for working out how to build 
them up in the first place. By simulating the 
aggregation of particles you can see which 
processes lead to the right sort of shape. This 
gives a way to compare theory with experi- 
ment. Before fractals were invented, little 
quantitative work could be done on the way 
particles pile up as deposits form. 

Another process that produces similar 
branching-tendril shapes is known as vis- 
cous fingering. This has been studied for 
quite some time, but oil companies would 
like to understand it better. In order to ex- 
tract oil from a well, water is pumped in un- 
der pressure. The oil is then pushed out be- 
cause oil and water do not mix. But the exact 
path followed by the water as it flows 
through the oil is extremely complicated. A 
better understanding of its swirls and eddies 
should make it possible to squeeze more oil 


out of the wells. 

The usual way to study this problem of 
flow uses an apparatus known as a Hele- 
Shaw cell: two flat glass plates with a thin 
layer of oil sandwiched in between. Water is 
fed in through a hole in the middle of one 
glass plate. At first the water spreads out in a 
circular disc; but as the disc grows, an incon- 
veniently complicated "dynamic instability" 
sets in. The boundary between oil and water 
grows bumps, which in turn grow into “fin- 
gers" that penetrate the oil in a star-like pat- 
tern. These fingers repeatedly break up 4n 
the same way, splitting at the tips when they 
get too wide. The result is a repeated branch- 
ing growth rather like a developing plant. It 
has a fractal dimension of around 1.7. 

This is remarkably close to the fractal di- 
mension of aggregating particles studied in 
the DLA model, suggesting that the two pro- 
cesses are related. There is now growing evi- 
dence that this guess is right. The mathemat- 
ics of random diffusion can be recast in a 
form that is analogous to the mathematics of 
a fluid moving under pressure. So an experi- 
mental coincidence of the fractal dimensions 
of two processes has led to a surprising theo- 
retical connection between them. 

[n practice, oil does not occur in large 
free spaces but is mixed in with particles of 
rock or sand. Dr Feder and others have in- 
vestigated viscous fingering in mixtures of 
rock and sand. They have found that the 
fractal dimension of the shapes made by the 
oil as it mixes with water is reduced from 1.7 
to about 1.62. The fact that the fractal di- 
mension is lower means that less oil will be 
squeezed out by the same amount of water 
when the oil is dispersed in porous rock 
strata. Knowing this should help companies 
to extract oil more efficiently by changing 
their pumping methods to suit the rock 
strata that occur in a given well. 


An epidemic of fractals 


Not only particles gather in clusters; people 
do it, too. Dr Peter Grassberger at the Uni- 
versity of Wuppertal in West Germany has 
used the mathematics of fractal clustering to 
understand the spread of epidemics. In a 
not-too-mobile population, a disease that 
needs close contact between people to pass 
on spreads rather like the particles in a DLA 
model. The infection "diffuses" at random 
through the population and "sticks" where 
it becomes infectious. A newly infected site 
acts as a centre for further diffusion. 

The process can be simulated on a com- 
puter by pretending that individuals live in 
the cells of a square array, like a huge chess- 
board, and watching the infection move 
from one square to another. The effects of 
different "transmission rules" for the disease 
(such as that the infection can move only 
from one cell to an immediate neighbour), 
various rates of infection (eg, the infection 
will move to a neighbouring cell only after 
ten davs), and different immunisation proce- 
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TOMORROW'S SHAPES 





Some mathematicians think that th« 
black snowman shape picture 
above—called the Mandelbrot set 

may be the most complex object in th« 
universe. It is an infinitely detailed 
fractal obtained by telling a computer 
to draw the co-ordinates generated by a 
mathematical formula. The formula is 
simple—except for the fact that it 
involves the square roots o1 negative 
numbers. The colours are added later, 
to taste. 

The other pictures on our colour 
pages are all close-ups of details of th« 
Mandelbrot set. | hey show that the 
same whorls, tendrils, spirals and 
snowmen keep appearing, even when 
magnified millions of times 





Colour pictures from “The Beauty of Fractals" by Heinz-Otto Peitgen and Peter H. Richter. Published by Springer-Verlag, Heidelberg 





dures can then be explored and tested. their beha 
Often the result is a fractal distribution at widely varying 
of the disease: the complicated pattern of in rates igni 
fected "cells" is the same on several scales. — wildly wi 
Thus an infection map of a city will look 
much like the infection map for each block, up with th 
which will look like the infection map for that societ 
each street. Clusters of infected cells form, than an hom 
branching in a similar manner to the DLA time peopk 
model. It turns out that the spatial distribu- but differ 
tion of an infection—where the ill people ^ each other. This 
are in the first place—can be crucial to the cated for epidemi 
way the disease spreads later. mathemat L 
These ideas have implications for the sity, is work 
study of AIDS. Simple models take the aver- of 5 basi 
age rate of infection for a disease and apply it ics . They d 
to a uniformly random spread of infected —— irregularit 
people. But averages do not mean much. If ci 
Better models recognise that pe ple differ in the enor! IS Ju 
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it should not be surprising that it can also 
apply to astronomical objects. Astronomers 
used to think that, broadly speaking, the 
structure of the universe was the same every- 
where: a homogeneous, evenly stirred mix of 
galaxies and vacuum. This belief gave rise to 
a paradox. In 1826, a German astronomer 
called Wilhelm Olbers asked himself why 
the night sky was dark and came to the baf- 
fling conclusion that it ought not to be. If 
there were an infinite number of stars, all 
evenly distributed in space (as Olbers be- 
lieved), the night sky should be uniformly 
bright, which it manifestly is not. 


Supersponge 
Some resolutions of this paradox say that 
the night sky is dark because something, 
such as interstellar dust, is screening out the 
light from distant stars. Most cosmologists 
now think that the universe has existed only 
for a finite time (about 15 billion years), and 
much of the distant light has yet to reach us. 
In the 1950s, Dr Mandelbrot proposed a 
different answer. The structure of the uni- 
verse can be homogeneous, he argued, with- 
out this implying a uniform distribution of 
matter—provided the distribution is fractal. 
There may be ordered clusters of stars, built 





100 








up out of smaller clusters, with big gaps be- 
tween them. Both answers may be right. Ei- 
ther way, the universe does seem to have a 
complex structure that resembles a fractal. 

In order to plot three-dimensional maps 
of how galaxies are distributed, you have to 
know how far away they are. The standard 
method is to exploit Hubble's law: the more 
distant a galaxy is, the redder is the light 
coming from it. New instruments and pho- 
tographic emulsions have made it easier to 
measure the “red shift” of faint, distant gal- 
axies. It emerges that galaxies are, indeed, 
not uniformly distributed. Instead they form 
a sponge-like network, with huge voids and 
twisted, spindly threads of galactic matter in 
between. 

According to Dr Francesco Lucchin at 
the University of Padua, the distribution of 
galaxies is clumpy on all scales. He suggests 
that the overall distribution of matter in the 
universe is the result of some process that 
takes no account of scale—that is, a fractal. 
Some evidence points to a fractal dimension 
of about 1.2 for the galactic sponge. Other 
astronomers, though, including Dr Marga- 
ret Geller at the Harvard-Smithsonian Cen- 
ter for Astrophysics in Cambridge, Massa- 
chusetts, say their observations suggest that 
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galactic clusters are not fractal. Not every- 
thing goes Dr Mandelbrot's way. 

Among the earliest applications of 
fractals were computer graphics. In order to 
produce realistic landscapes on its screen a 
computer usually needs enormous amounts 
of computing power. It would take the com- 
bined memory of 10,000 home computers to 
store the data needed to reconstruct the cra- 
tered surface of the moon. This is reasonable 
enough for an astronomical catalogue of lu- 
nar geography, but far too expensive if all 
you*want is a convincing background for a 
television science-fiction drama. Fractal 
forgeries that mimic the forms with- 
out worrying about precise details can 
do the job on a relatively modest 
computer. 

One of the most powerful tech- 
niques in computer programming is 
recursion, in which a procedure is 
broken down into a sequence of repe- 
titions of itself. One homely example 
is a recursive recipe for building a 
wall. First, lay a course of bricks. 
Then build a wall on top of it. This is 
not as silly as it sounds because the 
instruction "build a wall" can be de- 
fined in terms of the first instruction, 
"lay a course of bricks". First you lay 
a course of bricks, then you lay an- 
other on top, and another, and so on. 
All you have to add is a rule saying 
when to stop. 

Like a recursive set of instruc- 
tions, fractals break up into copies of 
themselves. Natural-seeming forms 
soon start to emerge on the screen 
when a few random numbers are fed 
in to throw up irregular features. By increas- 
ing the fractal dimension of the object to be 
constructed, its surface can be made rougher 
and more pocked. Fractals were used to cre- 
ate the geography of the Moons of Endor in 
Mr George Lucas’s “The Return of the 
Jedi”. Dr Peter Oppenheimer at the New 
York Institute of Technology uses the for- 
mulas for fractal-branching processes to pro- 
duce lifelike trees and plants. 

Dr Shaun Lovejoy at McGill University 
in Montreal has analysed real clouds using 
satellite data and come to the conclusion 
that they have the same fractal dimension 
over seven orders of magnitude—from tens 
of metres to thousands of kilometres. Such a 
degree of uniformity is almost unprece- 
dented in the natural world. It means that 
clouds have no natural length scale. If you 
are given a photograph of a cloud, with no 
objects such as trees or houses to tell you the 
_ scale, there are no clues in the shape of the 

cloud itself that will tell you whether it is 
10m or 1,000km across. This was a surprise. 
The size of the convective loops of air that 
make clouds led meteorologists to expect a 
eh. scale of around 10km. 


Lovejoy has also found that accurate 


are fractal —patches made up 


of patches made up of patches. Moreover, 
rain tends to fall in irregular bursts and the 
variations over short and long time-scales 
are similar. Charts showing the incidence of 
rain over a year show, for the most part, the 
same sort of patterns as rain charts for a 
month, a week, or a single day. So the tem- 
poral structure of rain is also fractal. 

The idea of distribution across time—ie, 
the shape drawn on a chart with a time- 
axis—lets the concept of fractals apply to 
sound and, more generally, to what physi- 
cists call "noise". Physicists use the term 
"noise" to refer to any process that fluctu- 
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Mythical mountain, conjured-up clouds 


ates irregularly over time, even if it does not 
involve sound. Different sorts of noise are 
classifed according to their "spectral den- 
sity . This measures which frequencies oc- 
cur, and how often. “White” noise has equal 
amounts of all frequencies (just as white light 
has equal amounts of all colours) and is en- 
tirely random. The noise at any given time 
cannot be predicted from the noise at earlier 
times. "Brown noise" is named after a nine- 


teenth-century Scottish botanist, Robert. 


Brown, who studied the random motion of 
tiny particles floating in a liquid. Brown 
noise is much more ordered than white 
noise. The noise at any time depends to 
some extent on what it was in the past. And 
it contains more high frequencies and fewer 
low ones than white noise. An intermediate 
type of noise is known as 1/f noise because 
each frequency, f, occurs at a rate that is in- 
versely proportional to its pitch: the higher a 
note is, the less often it appears. All three 
types of noise produce wiggly fractal curves if 
you represent them on a chart. The wiggles 
have wiggles, and so on. 

Remember that anything which changes 
irregularly over time can be regarded as 
noise. It can then be seen that 1/f noise is by 
far the commonest sort in nature. It is found 


in the flow of oceans, the historical varia 
tions in the level of the Nile, the energy out- 
put of stars and the transmission of signals 
by nerve cells. It can also be found in the 
behaviour of electronic components. 

Music seems to flow like 1/f noise. Dr 
Richard Voss at iBM's research laboratories 
in New York state has analysed variations of 
pitch in many kinds of music and found that 
1/f noise predominates. This is equally true 
of Gregorian chants, Beethoven's sympho- 
nies, Debussy’s piano’ works, the rags of 
Scott Joplin, and the Beatles’ Sergeant Pep- 
per album. Only a few modern composers, 

such as Karlheinz Stockhausen and 
Elliott Carter, violate this rule. Dr 
Voss has produced fractal forgeries of 
music on a computer using white, 
brown and 1/f noise. White music is 
far too random and brown music far 
too correlated to sound like any sort 
of real music. But artificial 1/f music, 
says Dr Voss, sounds as if it is music 
produced by a foreign culture. He 
notes that painting, drama and sculp- 
ture usually imitate nature in some 
way. So what does music imitate? He 
suggests it imitates the 1/f noise of the 
natural world—"the characteristic 

way our world changes with time”. 
Fractals are novel in so many 
ways that it is easy to regard them as 
wholly isolated from traditional math- 
ematics. That would be a mistake: the 
theory of fractals is closely linked to at 
least one apparently independent 
field, chaotic dynamics. Chaotic dy- 
namics is a belated recognition that 
purely deterministic—ie, predict- 
able—mathematical models can throw up 
apparently random results. For example, 
imagine an insect population that grows 
from one breeding season to the next ac 
cording to a fixed numerical formula. The 
population next year can, in theory, be cal- 
culated from this year’s. Yet despite such 
regular laws of growth, the population can 
fluctuate wildly and unpredictably. This is 
use tiny errors in the calculation can 
blow up into wildly divergent predictions 
over a short time. The result, for all practical 

purposes, is randomness, or chaos. 

Fractals and chaos come together in the 
study of turbulent flow. Scientists have long 
been puzzled by the way fluids sometimes 
flow smoothly and at other times break up 
into an irregular frothing mass. The same 
body of fluid can have both turbulent and 
smooth regions, with a complicated border 
between them. The classical approach to tur- 
bulence sees it as a cascade in which the en- 
ergy of fluid motion is progressively passed 
to smaller and smaller vortices. Such a pro- 
cess is fractal because the ever-smaller vorti- 
ces have the same structure on many scales. 
The bravest hope for fractals is that they will 
unravel the mysteries of chaos. 
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SHE iim is getting more wapieni 
Ten years ago scientists had a fairly sim- 
` ple picture of how it worked. The business 
"OR the brain, they believed, was conducted 

| circuits made of neurons which 
via ten chemicals called 
s. Neurotransmitters are 
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s messier but more fruitful. It has let drug 
companies set their sights on mental and 
neurological disorders that were hitherto 
 untreatable. 

— Several tools have helped remap the 
' brain and, in particular, its system of chemi- 
-cal locks and keys. Events in the brain are 







in the membrane of a bean cell. Autoradi- 


ography can be used to spot receptors. 


Brain tissue is removed and stained with 
<- neurotransmitters that have been made ra- 
"dioactive. The neurotransmitters will head 
for the right receptors, and photographs of 
the sue can highlight where these recep- 

ors are. nanan way to map chemicals: i in 










iens er Éclieve that the brain ace 


. tivates certain memory pathways during 
- learning. Some of them remain in place for 


-. years, others for only seconds. Dr Gary 
E . Lynch and Dr Michel Baudry at the Univer- 
. — sity of California at Irvine think that NMDA 
-receptors—which are unlocked by neuro- 
transmitters called glutamates—play a role 
ing up memory pathways. When 
"ptors are activated, or unlocked, 
ip channels in the walls of a neu- 
sitively charged calcium and 
nto the cell. These atoms 






























- released at the ends of nerves and push elec- 


neighbouring nerve fibres. The new picture 


- triggered. when a neurotransmitter slots 
into the right "receptor", a protein found. 


st lesson from such experiments i 
s that each neuron can be. 
















seem to make neurons more sensitiv 
electrical stimulation. 

Three drug companies, Merck 
ica, Ciba-Geigy in Switzerland an 
ling firm in Baltimore, Marylan 
Nova Pharmaceutical, have <¢ 
drugs that block NMDA receptors 
ing with NMDA seems to affect che 
animals to learn. Rats trapped in w 
were treated with the drugs, were: 
learn some fairly simple escape rox 
mal rats found their way to 
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and his colleagues have shown 
receptors are also somehow invol 
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dange f pay in Henano, sch 
rare genetic disorder whose victims 
from uncontrolled movements 
dementia. 

Some recent experiments ¢ n.r 
Merck's NMDA blocker, wk-801, hia 
that it can counteract the sort of by 
age caused by Huntington's ch 
rats’ brain damage was caused by 
them w wit n e oo called q juin. 






























the brin x contains chemicals that car 
the seeds of its own destruction. 

The brain, it turns out, has no 
around 100 ent irotranst 
Many of them are peptides, short 
protein that are found in tiny a 
throughout: the nervous system, f 
to toe. Neuropeptides, like other ñ 
transmitters, can be on/off switches; 
can act more subtly by amplifying or 
ening a nerve signal. 

Dr Solomon Snyder, at Johns: 
University school of medicine i in Bal 
believes that bradykinin—a neuroj 
that was isolated some 40 vears agc 
out the first signals to pain fibres 
that tissue has been damaged by, 
burn. Receptors for bradykinin h 
cently been spotted at the ne 
found near the skin, muscle and i 
gans, which are known to d 

After 20 years of search 
Stewart and his colleagues a 
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of Colorado, who are working with Dr Sny- 
der, have discovered a substance that coun- 
teracts the effects of bradykinin. They have 
shown that the antagonist can block the ex- 
treme pain caused by injecting vinegar into 


— the bellies of rats. Nova Pharmaceutical, 
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which licensed the bradykinin-blocking 
agents from the University of Colorado, 
will begin clinical trials on them in 1988. 


—— The drugs should provide relief from severe 


pain, such as the pain caused by bad burns. 
Many questions about the role of the 


. central nervous system in regulating every- 
. day bodily functions are yet to be answered. 


Enticing clues abound. For example, cells 


| E that produce adrenaline have been spotted 
- in the medulla oblongata, a part of the 


brain that controls respiration and blood 
circulation. But animal experiments have, 


annoyingly, so far been unable to confirm 


that adrenaline is the neurotransmitter 
‘used in the brain to control blood pressure. 


Some clues about the activity of neuro- 


- transmitters are merely baffling. According 
— to Dr Donald Reis at Cornell University's 


medical college in New York, autopsies 


show that people who commit suicide have 


ry 
«4 
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- more serotonin receptors in their brains 


- than is normal. Nobody knows why. 


The way ahead may be to make maps of 
the brain even more complicated. 
Neuropeptides may, for example, be pro- 
t in the brain into smaller pieces, 


which in turn may influence the brain's ac- 


. | Fusion’s fall-out 


| DAY'S nuclear power stations are 


| fuelled by the energy released when a 


|| heavy uranium nucleus is torn apart. This 


| is called fission. Nuclear physicists hope 


that tomorrow’s reactors will use fusion 


‘|| instead. Fusion exploits the energy pro- 


. duced when the nuclei of light atoms, 


such as those of hydrogen, fuse together at 
high temperatures. 

Fusion is hard to bring about, and will 
not drive its first power station until well 
into the twenty-first century. At the mo- 
ment, fusion reactions are confined to a 
few large laboratories in America, Japan, 
Russia and Western Europe. But scientists 
are already charmed by its technology and 
its promise of cheap, limitless supplies of 
power. It will, they hope, be a safe and 
clean way to make electricity. That hope 

. may be vain. 

! . Britain's radiation watchdog, the Na- 

| tional Radiological Protection Board 
(NRPB), argues that fusion may be grubbier 
than its supporters have hoped. The 
NRPB's preliminary look at designs for fu- 
sion reactors suggests that any reactor big 
enough to make commercial sense would 
generate a few hundred tonnes of radioac- 


106 





tivities in different ways. These could be 
worth a look. Also, relatively little is known 
about the genes which act as recipes for the 
enzymes that make and break down neuro- 
transmitters; or about the genes that hold 
the chemical designs for the proteins of 
which receptors are made. 





Smog 


In Dublin's fair city 


UBLIN began December shrouded in 

smog. It was the latest in a series of at- 
tacks to choke the city since the 1979 rise in 
oil prices, when many householders were en- 
couraged by government grants to switch to 
coal. By January 1982 aerial pollution had 
reached a peak seven times the limit recom- 
mended by the World Health Organisation 
(WHO). Unless Dubliners choose natural gas 
or smokeless fuel instead of coal, this win- 
ter's smog will not be their last. 

Smog can thrive in winter or summer. In 
the 1950s, 15m cars turned the blue Los An- 
geles sky into a dirty yellow haze. City offi- 
cials there think it will be 20 years before 
pollution measures reduce levels to the gov- 
ernment’s suggested limit. Summer sunlight 
cooked up a soup of nitrogen dioxide, sul- 
phur dioxide and unburnt fuel from exhaust 
fumes to form clouds of irritants such as 


tive waste each year. That is rather more, 
megawatt for megawatt, than today’s fis- 
sion reactors. Most of this waste would be 
irradiated structural materials removed 
for replacement, such as reactor linings. 
An unpublished report from the Inter- 
national Atomic Energy Agency is gloom- 
ier still. It reckons that a fusion-power 
programme designed to meet all of Brit- 
ain’s electricity needs could produce up to 
100,000 tonnes of unsafe waste each year. 
Every spoonful of it will be highly ra- 
dioactive, though most of it will remain so 
for a shorter time than some of the waste 
from fission reactors. Even so, it could not 
be buried on land in shallow pits; it would 
have to be buried far underground or 
dumped in deep oceans. At first, some of 
the waste will, according to current rules, 
be too radioactive for dumping at sea. 
Whatever its resting-place, all of it will 
have to be buried for at least 100 years. 
Plenty of research is aimed at building 
the linings and other parts of fusion reac- 
tors from "low-activation" materials— 
metals that will not generate so much 
harmful radiation when they are removed 
from the reactor. Of the materials it has 





ozone and ammonium sulphate. 

Smogs like this, which affect some of the 
world’s largest cities, such as Rome, Beijing 
and Mexico City, are known as “photo- 
chemical” smogs because they need strong 
radiation from the sun in order to form. The 
pall that covered Dublin on December 9th 
and 10th was not one of these; it was a par- 
ticulate smog. This does not need heat, or 


sunlight. It needs an atmospheric phenome- 
non known as temperature inversion. 
Under normal conditions the air is 
cooler the higher you get. Warm aire at 
ground level rises, carrying any smoke with 
it. But on a still, cloudless night, heat can 
radiate upwards, leaving the air near the 
ground relatively cold—up to 7°c colder 
than the air above. The result is a tempera- 
ture inversion: a pool of cold air settling over 
the ground. Water droplets can condense 
out of this cold air to form fog. For a long 
time, evening mists produced in just such a 
way made Dublin fair. But the cold air can 
also trap any smoke from chimneys or bon- 
fires. Add smoke to fog and you get smog. 
Such a smog can start to build up a few 
hours after the start of a temperature inver- 
sion. On the coldest days, Dublin's 150,000 
domestic coal fires produce about half a 
tonne of smoke between them. In places, 
this can produce average concentrations of 
about 900 microgrammes of smoke per cu- 
bic metre. The limit set by the European 
Commission and the WHO is 250 


tested so far, the NRPB prefers new-fangled 
types of stainless steel, still under develop- 
ment. But the NRPB worries that, though 
these steels may be safer for nuclear work- 
ers to handle, they may, once buried, have 
a worse impact on their surroundings 
than ordinary metals would. 
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SYSTEMTREND 


THE FUTURES AND OPTIONS FUND 


... AND UP AGAIN 
IN NOVEMBER ... 


GAIN FOR NOVEMBER + 48% 


GAIN FOR OCTOBER + 10.9% 


GAIN YEAR-TO-DATE + 57.9% 


e SYSTEMTREND has gained steadily since 
inception from the strict application of 
systematic, trend-following, trading models to 
approximately 50 futures and options markets 
world-wide. 


e SYSTEMTREND can profit equally from falling 
markets through holding a spread of short 
positions. 


e SYSTEMTREND is managed by CL-Alexanders 
Rouse (Bermuda) Ltd, a wholly owned 
subsidiary of Credit-Lyonnais. 


For further information please contact David Elkin, 
Alexanders Rouse Limited, 

International House, 1 St. Katharine's Way, London E1 9UN. 
Tel: 01-481 2121, TIx: 8950831, Fax: 01-480 5598 


Please send a prospectus to:- 
Name 
Address 








Please telephone me on 





This advertisement does not constitute an offer for sale of or subscnpbon for shares 
in Systemtrend Limited. Applications for shares in Systemtrend Limited will be 
considered on the terms of the Prospectus issued by the Company and dated 

28 June 1984. In the UK the Prospectus may only be circulated to persons whose 
ordinary business it is to buy or sell shares or debentures (whether as principal or agent) 
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SCIENCE AND TECHNOLOGY 











microgrammes per cubic metre. 

The limits matter because smogs 
can be a serious hazard to health. 
London's infamous “pea souper” of 
December 1952 killed roughly 4,000 
people. Pollution levels then were 
more than twice those seen in Dublin 
this December. But the Dublin smog 
is certainly bad enough to exacerbate 
bronchitis and pneumonia. 

It is not the large smoke particles 
in smog which damage people's 
health: most of them stick to the back 
of the throat and are washed away to 
the stomach by saliva or mucous. The 
blame lies with the sulphur dioxide 
which is also produced by coal fires. 
This dissolves in the motes of dust 
and water droplets that make up smog 
to form sulphuric acid. The acid 
causes inflammation in the lungs. 


They respond by shutting down — EE 2 352 


blood vessels, which means the heart 
has to pump harder to get blood 
through them. The acid droplets in 
London's 1952 fog were stronger 
than the diluted sulphuric acid found 
on laboratory benches. 

Smoke particles are not as harmful as 
acid droplets, but they help to keep a smog 
going by maintaining temperature inver- 
sions. In a smog, water droplets soak up par- 
ticles of smoke. This has two effects, both of 
them bad. The first is to block out sunlight. 
That means that the ground does not warm 
up, so the temperature inversion does not 
end with the morning sun, as mists and fogs 


| TS mass of white flowers make the lily 
Borya mirabilis a pretty little plant. It is 
| alsoan extremely resilient one. B. mirabi- 
lis is a member of a group known as resur- 
| rection plants. They can, more or less, 
| come back from the dead. 
| A normal plant has a straightforward 
| response to lack of water. It dies. Resur- 
| rection plants are different. They are par- 
| ticularly good at drying out—they can 
stay dried out for months or years on end. 
| While they are in this state, they stop 
| breathing or photosynthesising (turning 
sunlight into energy) to any measurable 
extent. This is a useful trick for a plant 


living in a desert or a semi-arid 
environment. 
Most plants experience such 


dessication at one point in their lives: 
when they are seeds. There is hardly any 
water in à seed when it starts off; only 596 
of the amount it needs when it begins to 
grow. B. mirabilis can also survive with 
only 596 of its normal water content. In 
the laboratory it can get by with only 196. 
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Plants from beyond the grave 
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Blame the weather, the coal, the mountains... 


are meant to. The second is to make the wa- 
ter droplets stickier, so that they are less 
likely to evaporate. That makes it harder for 
the weak winter sun to burn away the smog. 
The temperature inversion remains as a sort 
of lid on the city, keeping the pollution in 
and fresh air out. 

Mr Michael Bailey, director of research 
at the national environmental agency in 
Dublin, says that in 1987 smog exceeded the 





In effect, it makes its cells into seeds again. 
When the rains come, it sucks in the wa- 
ter. The molecules in the cells, reduced to 
a smear of oil during the dry period, re- 
assemble themselves into the complicated 


















international pollution limit at six out 
of 11 test sites in Dublin. Such high 
levels would not normally be expected 
in a coastal city where sea breezes 
should help to disperse any smog. But 
Dublin's winter winds are light, and 
the smog is kept in place by the Wick- 
low Mountains, ringing the city about 
ten miles inland. A similar situation 
explains the photochemical smogs 
that have dogged Athens since the 
city's sudden growth in population 20 
years ago. The Greek governmertft re- 
cently announced a £20m ($37m) 
plan to deal with them. 

There is some good news for 
Dublin. When the oil prices jumped 
in 1979, the Kinsale Head field in the 
Celtic Sea was not supplying Dublin 
with natural gas. Now that it is, most 
of the city's factories use it. Homes, 
however, are still using coal—in 
working-class areas of Dublin, 70- 
8096 of the houses are heated by coal 
in open hearths. This coal creates 
around 8096 of the smoke in the 
smog. The lrish government's 1987 
Air Pollution Act lets city corporations cre- 
ate smokeless zones, but only after extensive 
monitoring and ministerial approval. That is 
not the only snag. Ireland's environmental 
agency has been all but closed down by bud- 
get cuts. Converting houses from coal to 
other forms of fuel is still expensive. So for 
the tinie being there will be few smokeless 
zones. And much coughing and spluttering. 













structures needed for photosynthesis. 
In Australia’s Grampian mountains, 
B. mirabilis has been hard put to hang on, 
even with its advantages. There are onlya | 
few of the plants left in the wild—and 
their exact location is a secret guarded 
jealously by Dr David Churchill and his 
colleagues at Melbourne’s Royal Botanic | 





Gardens, who also have a collection of 
cultivated plants. All of the plants, in the 
wild and in the greenhouse, are genetically 
identical copies of one distant ancestor. 
The pollen they produce is intriguing—it 
is very like the pollen of long-extinct 
American plants—but not of much use. 
The plants are unable to fertilise each 
orher, possibly because they are all the 
same. They reproduce by putting down 
new roots from a stalk. 

Resurrection plants are not restricted 
to Australia—most temperate lawns con- 
tain some in the form of moss. But moss, 
and most other resurrection plants, does 
not flower. B. mirabilis does, and it also 
has the gimmick of turning bright orange 
when it is drying out, as green chlorophyll 
leaves its leaves. It could make an ideal 
house plant for the lazy. 
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SCIENCE BRIEF 


The stuff of dreams 


What goes on in a dreamer's brain is becoming clearer. What 
g g 


dreams mean isn’t 


HE biblical Joseph who in- 

terpreted Pharaoh's dream 
of seven fat and seven lean kine, 
though one of the best known, 
was by no means the first to find 
signs of the future in dreams. 
People in most known civilisa- 
tions have accorded dreams a su- 
pernatural origin. They were of- 
ten regarded as messages from 
gods or spirits. 

In the modern world dreams 
are usually regarded as messages 
from oneself. The most influen- 
tial twentieth-century theory is 
Freud's. He held that the “‘la- 
tent” content of a dream— 
which is uncovered largely by the 
intricate technique of free associ- 
ation of ideas—is usually a form 
of wish-fulfilment. Dreams 
mostly reflect infantile sexuality. 

Later theories of dreams, espe- 
cially in America, have moved 
on from Freud in four ways. 

@ They reject the idea that 
dreams are mostly hidden 
wishes. Instead, dreams might re- 
flect almost any kind of emotion. 
@ When they do signify wishes, 
these need not derive from child- 
hood eroticism. A dreamer 
might wish anything. 

@ Free association is not particu- 
larly important for understand- 
ing dreams. Indeed, the two sit 
oddly together. If free-associa- 
tion can be a route to the uncon- 
scious, applying it to dreams 
looks like overkill. Why not free- 
associate on the subject of a post- 
age stamp instead? 

@ Freud’s idea that a dream’s 
meaning is buried deep beneath 
its apparent content is losing fa- 
vour. Many analysts, influenced 
by Carl Jung, try to “amplify” 
the apparent content of a dream 
to find some significance. They 
think that dreams reveal, rather 
than conceal. 

Dr David Foulkes at Emory 
University in Atlanta, Georgia, 
has developed a theory of 
dreams that is Freudian in inspi- 
ration but takes most of these 
criticisms into account. Like 
Freud, he thinks that dreams are 
at least as complex as conscious 
thoughts, and just as worthwhile 
to study. He notes that it is easy 
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to get long, detailed reports of 
the contents of dreams. 

Dr Foulkes’s account of 
dream-reports uses the semi- 
mathematical tools developed 
for the analysis of language by Dr 
Noam Chomsky. Freud himself 
would hardly recognise it. But it 
would not surprise Rabbi Bizna. 
In the Babylonian Talmud, 
which contains rabbinical com- 
mentaries from the frst 
millenium BC, Rabbi Bizna re- 
counts that he was given 24 dif- 
ferent interpretations of the 
same dream, all of which were 
correct. Many post-Freudians 
agree that each dream has many 
meanings. 


Studying slumber 


The results of physiology are 
more definite. At some times 
during a night's sleep, a sleeper's 
eyes start moving under his 
closed lids. If he is woken up dur- 
ing this "rapid eye movement" 
sleep, he will almost invariably 
say that he was dreaming. 


Jacob ishhod up to heaven 


Another way to tell whether 
something is going on in a sleep- 
ing mind is to use an electroen- 
cephalogram (EEG). This mea- 
sures electrical activity in the 
brain—that is, brainwaves. EEGS 
reveal three types of sleep with 
different characteristic brain- 
wave patterns: light sleep, deep 
sleep and active sleep. Light 
sleep and deep sleep are typified 
by slow, simple waves. 

In active sleep, the sleeper's 
brainwave patterns are very like 
those of a person who is awake. 
This sleep takes place at the same 
time as the rapid eye movements 
and is sometimes called REM 
sleep. Other features of active 
sleep include an increased flow 
of blood, especially to the brain 
and the genitals, and a sort of 
temporary paralysis. Breathing 
and heartbeat become irregular. 

Active sleep takes place for pe- 
riods of around 20 minutes every 
90 minutes or so during sleep. In 
all, around a quarter of the night 
is spent in active sleep. If sleep 
continues well into the morning, 
the mind slides in and out of 
waking and dreaming. Dreams 
had during this phase are the 
ones most often remembered. 

Not only people dream. 


Nearly all the mammals studied 
so far show signs of REM in sleep. 
Birds, too, seem to have different 
kinds of sleep. How this sleep is 
arranged depends on what sort 


of environment the animal lives 
in. Animals which live amid dan- 
ger sleep in short bursts. 

Active sleep and dreaming are 
not exactly the same thing. Peo- 
ple woken up from deep sleep 
will often be able to answer the 
question “what was going 
through your mind?” So there is 
some activity in the brain during 
deep sleep. But the thought 
found in deep sleep is prosaic. 

What is going on when sorfe- 
body dreams? One theory is chat 
the brain is freewheeling. De- 
scriptions of dreams are similar 
to descriptions of the illusions 
had during sensory deprivation. 
When somebody is enclosed in a 
dark, silent place for long 
enough, he will hallucinate. 
Dreams may be the normal activ- 
ity of the brain when it is de- 
prived of sensations. 

But not every dream is free- 
wheeling. Between 5-10% of peo- 
ple have what are known as lucid 
dreams—that is, dreams that are 
under their control. Most people 
have an inkling of this at its sim- 
plest: rhe sensation that a dream 
is just a dream. 

Dr Steven La Berge, at the 
Sleep Research Centre at Stan- 
ford University in California, 
has communicated with sleeping 
people while they are dreaming 
lucidly. In one experiment he in- 
vestigated the passage of time. 
His subjects agreed to count to 
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ten during their reveries. When 
they reached each number they 
would signal by moving their 
eyes. Each number was to repre- 
sent one second of dream time. 

Dr La Berge found that 
dreamers’ estimates of dream 
time are roughly as accurate as 
wakers’ estimates of waking 
time. But dream time is not tied 
to real time. In a dream, as in a 
film, the boring bits are often 
skipped. 

There is a telling difference be- 
tween waking thought and sleep- 
ing thought. In dreams, the body 
is disconnected from the mind. 
The brain gets little information 
from the rest of the body and the 
body cannot hear the orders the 
brain sends out. When you 
dream of doing something, your 
body does not go through the 
motions of lydoingit. — 

A part of the brain inhibits 
most of the body's muscular ac- 
tions during active sleep—apart 
from breathing, eye movement, 
and a few other things. Such 

"sleep paralysis" sometimes car- 
ries on for a seconds into 
wakefulness. You wake up from 
a dream and cannot move. 

In the 1960s, Dr Michel 
Jouvet shed some light on sleep 
paralysis. Cats that have had 
cuts made deep in their brains 
do odd things while asleep. They 
perform complex actions, show 
anger, fear, and other emotions. 
Dr Jouvet surmised that surgery 
damaged a part of the cats’ 
brains that normally switched off 
the body during dreaming. 

Some people, too, act out 
their dreams. Most often they 
are older men. It is rare in young 
ones and almost unheard of in 
women. It is not like everyday 
sleep-walking or sleep-talking, 
both of which happen during 
deep sleep. The movements are 
not slow, repetitive or automatic, 
like those of a sleep walker. They 
are quick and complex. Most of 
those who suffer from it have 
had neurological problems. A 
drug called clonazepam, a rela- 
tive of a tranquiliser, Valium, ap- 
pears to restore the brain’s ca- 
pacity to stop the body paying 
attention to dreams. 

When people dream and what 
they dream are fairly well known. 


How and why they dream is less 


clear. How, for example, does 


dreaming start? Dr Allan Hob- 


son at Harvard Medical School 
suggests a way to explain the 
switch between deep sleep and 


4 active sleep. Ir sheds some light 


= 
U- 


- .on dreaming. He argues that 
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sleep is controlled by an oscillat- 
ing system that swings from one 
state to another—rather like a 
pendulum, except that the os- 
cillations in the brain are chemi- 
cal, not mechanical. 

Most descriptions of the brain 
compare it to a computer. True, 
cells communicate electrically. 
But there are tiny gaps between 
the ends of the "wires" that = 
cells use to communicate. 
gaps are bridged by a Scnicale 
Such a system is flexible: an elec- 
trical current can only be on or 
off; but different chemicals can 
be released to give different sorts 
of message, and each chemical 
can vary in concentration. 

Dr 
cells in the brain stem (the part 
of the brain between the spinal 
cord and the cortex) which seem 
to oscillate during sleep in just 
the right way. Some of the cells 
have wires which release a chem- 
ical called noradrenaline. Orhers 
nearby release acetylcholine. 

Acetylcholine and ena- 
line act on cells in different ways. 
Acetylcholine makes cells re- 
spond to arriving i tion 
more enthusiastically; noradren- 
aline calms the cells down and 
makes them more selective. 
When people are awake, both 
groups of cells work together. 
They have connections all 
around the brain, so they are 
useful for providing a beat that 
synchronises different parts of 
the brain. They are like a metro- 
nome sending out pulsing levels 
of their chemicals. 

In sleep things change. In d 
sleep, small amounts of bot 
chemicals circulate, which ex- 
plains the brain's quiescence. 
During deep sleep the level of 
noradrenaline is falling and the 
level of acetylcholine slowly ris- 
ing. Once a certain threshold is 
crossed, something dramatic 
happens. Levels of noradrena- 
line plummet while lots of acetyl- 
choline is released. The brain 
has moved into active sleep. 

During active sleep, levels of 
acetylcholine decline. When the 
threshold is crossed, they sud- 
denly fall and those of noradren- 
aline rise. This takes the sleep cy- 
cle back to its beginning. It is at 
this point that a sleeper is most 
likely to wake up. 

Changing levels of acetylcho- 
line and noradrenaline help ex- 
plain dreaming. A stimulus, such 
as "elephant", fed to a brain 
bathed in acetylcholine would 
spontaneously produce thoughts 
such as “Dumbo, Mickey 


obson found groups of 


Mouse, cheese, photography, 
Byzantine icon." That is, plenty 
of bizarre associations— just as in 
dreams. Noradrenaline forestalls 
such associations. lt probably 
has a role in helping concentra- 
tion during wakefulness. 

Noradrenaline is involved in 
memory. Most theories say that 
long-term memory requires pro- 
tein synthesis, which noradrena- 
line helps. Without the links pro- 
vided by noradrenaline, what 
happens during active sleep will 
probably not be remembered 
For the most part, dreams will 
fade before morning. 


Why does the brain need this 


E i 
T esting, eRT 
night-time activity? One answer 
is that it runs out of chemicals 
during the day and needs to re- 
plenish its stocks at night. People 
of active sleep start to 
lose their concentration and may 
hallucinate. Rats deprived of 
sleep die from loss of appetite 
and being unable to control their 
body temperature. It all looks 
like a lack of noradrenaline. 

Dr Hobson’s account of how 
people dream may explain why 
they dream. One theory is that 
dreaming lets memories get 
stored away correctly. The brain 
takes in huge amounts of in- 
formation during the day, only 
some of which needs to be re- 
membered. Perhaps the point of 
dreams is, as Freud once sug- 
gested, to help forget. 

One theory of memory has it 
that when something new is 
learnt, new connections are 
made in a network of brain cells. 
Some of these connections will 
be faulty; the brain needs to sort 
out which they are. To do this, 
the network has to be put 


through its paces so that bad 
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connections can be found and 
“unlearnt”’. 

The unlearning theory was 
first put forward in this form by 
Dr Francis Crick and Dr 
Graeme Mitchison, both then at 
Cambridge University, in 1983, 
It has serious problems, as do all 
theories of dreaming. But it 
might provide an explanation 
for one puzzle about anteaters, 

The echidna, a spiny anteater 
found in Australia, has an ex- 
traordinarily large cortex. It is 
also a mammal—albeit a very 
primitive one—which does not 
show any signs of REM sleep. The- 
ory suggests that if there is no 


way to correct a faulty memory, à 
good alternative might be to 
make the network bigger. That 
appears to be what the spiny ant- 
eater does. 

The forgetting theory is one of 
many. Some hold that dreams 
are meaningless side-effects of 
the brain’s housekeeping. Oth- 
ers that they are a way of coping 
with emotional problems. An- 
other theory holds that dreams 
are dry-runs that test circuits be- 
fore they are needed. This fits 
neatly with the fact chat foetuses 
spend almost all their time in ac- 
tive sleep. 

The newest suggestion comes 
from Dr Thomas Wehr at the In- 
stitutes of Mental Health in Be- 
thesda, Maryland. He thinks 
that animals sleep to conserve 
energy when it is dark. Sleeping 
animals get cold and a cold brain 
is slow to switch on. In a hostile 
environment, that makes ani- 
mals vulnerable. Dreaming is a 
way of heating up the brain, like 
revving a car, so that it is ready 
for action. 
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ARTS 


Are conservationists wrecking 
what they are trying to save? 


G 
ROME AND LONDON 


This year three of the world’s treasures have been undergoing restoration: 


Michelangelo’s Sistine chapel, Leonardo’s Last Supper and Masaccio’s 


Brancacci chapel. Will posterity approve? 


€" T^ HE eyes had their natural lustre and 

moistness," runs a description of a 
picture painted in Florence 485 years ago, 
"and around them were the lashes and all 
those rosy and pearly tints that demand the 
greatest delicacy of execution. The nose was 
finely painted, with rosy and delicate nos- 
trils as in life. The mouth, joined to the 
flesh-tints of the face by the red of the 
lips, appeared to be living flesh rather 
than paint." This extract from 
Giorgio Vasari's "Lives of the Art- 
ists" is an account of Leonardo da 
Vinci's "Mona Lisa". You would 
hardly recognise the original from 
the description. An art historian 
would probably be accused of out- 
right colour-blindness if he wrote 
about the "red of the lips". 

True, there are doubts about 
whether Vasari ever saw the picture. 
But the general conclusion is irresist- 
ible: the "Mona Lisa", which now 
looks as if it were submerged in stag- 
nant water, certainly presented a dif- 
ferent face to Vasari and his six- 
teenth-century contemporaries. 

Somewhere in the difference be- 
tween the "Mona Lisa" as it is now 
and the portrait as Leonardo painted 
it lies the territory of the conservator. 
But where? The question causes more 
acrimony than any other in the field 
of art history. At the same time the 
work of conservation has rarely been 
as ambitious as it is now. [s conserva- 
tion an art or a science? Is the conser- 
vator's job to restore a painting to its 
original state or to stop it deteriorat- 
ing further? How do you discover 
what its original state was? To answer 
those questions, it is first necessary to 
understand what happens to paint- 
ings as they age. 

First, they get dirty. Candle- 
smoke and fireplace-soot leave their 
mark. So do cigarettes and industrial 
pollution. This dirt is often easy to 
deal with if a picture has been var- 
nished, for varnish provides a 
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smooth layer from which dirt can be re- 


moved. But, second, the varnish itself 


discolours with age. Natural varnish starts 
out yellow; if left, it will turn successivelv 
browner until it becomes opaque. 

If these two changes were all that hap- 





pened as pictures grew older, conservation 
departments would need to have little more 
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Part of the Sistine chapel ceiling awaiting restoration. The ceiling is so dark that 
30,000 watts of electric light must be used for it to be photographed 
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e from the Sistine chapel depicting Christ's ancestors Naason (right) and his 


wife, before and after restoration. Inset: work in progress on Naason 


an aluminium honeycomb. 

There are no reasonable grounds for 
objecting merely to wiping grime off paint- 
ings. Problems arise when conservationists 
are more ambitious. Then, to restore badly 
may be worse than not to restore at all. The 
point is made in the photographs on the 
next page. On the left is a detail from a four- 
teenth-century “Madonna and Child" by 
Jacopo del Casentino, from a small church 
near Impruneta; the face is almost flawless. 
On the right, a detail from a work of the 
same date by an artist of the school of 
Casentino; it looks like a piece of china on 
which the glaze has crackled. The former 
was recently sent to a Florentine conserva- 
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tor, Mr Alfio del Serra, having never been 
restored; the latter has been cleaned and re- 
touched frequently. A startling demonstra- 
tion, says Mr del Serra, of the side-effects of 
too much interference. 

But not proof that restoration is always 
bad for paintings. Some works have to be 
restored just so they will survive. Orhers 
need it because they cannot be seen under 
layers of grime. The problems of restoration 
in action can be seen in the three great 
projects of the late 1980s, all in Italy. 

The first concerns Leonardo da Vinci's 
"Last Supper”. This is a special case. When 
painting the wall, Leonardo used a new 
technique. Instead of painting on to wet 


plaster, which results in the paint becoming 
in effect incorporated into the wall, he 
treated the wall as if it were a piece of can- 
vas, painting on top of dry plaster. The 
"Last Supper” began to deteriorate within 
Leonardo's lifetime. Much paint has 
discoloured and flaked away. The work 
needs periodic restoration simply to stop it 
falling off the wall. ` 
The other two projects are the restora- 
tion of the ceiling and parts of the walls of 
the Sistine chapel in the Vatican, painted 
between 1508 and 1512 by Michelangelo; 
and of the Brancacci chapel in the church of 
Santa Maria del Carmine in Florence, 
painted between 1425 and 1485 by three 
artists, Masolino, Masaccio and Filippino 
Lippi. Both are frescoed works: that 
is, they were painted in the tradi- 
tional way on wet plaster. True fresco 
technique, called buonfresco, consists 
of that and nothing else: no varnishes 
are used, no overpaint, no glazes— 
just pure colours, bonded perma- 
nently with the plaster. The result is 
remarkably long-lasting and virtually 
safe from deterioration. “To be 
blunt,” says one English conservator, 
“artists techniques have declined 
steadily ever siħce.” 

According to the conservators at 

the projects, both the Sistine and the 
Brancacci are buonfresco. On not more than 
2% of the Sistine ceiling, and not more than 
5% of the Brancacci, had paint been added 
a secco (after the plaster had dried). The 
balance between colours has remained sta- 
ble; there is little fading. The conservator 
has to do little more than remove the grime, 
and keep the structure to which the fresco is 
attached in good order. Many specialists 
agree that the job of cleaning up the two 
frescoes is simple enough in principle. 
The first task has been to remove the 
grime. In the Sistine chapel, candles and 
smoke tapers, and even charcoal braziers, 
were burnt for 400 years; in the Brancacci 
chapel, the frescoes were covered in soot 
when part of the church was destroyed by 
fire in 1771. Restorers of the past did their 
primitive best to make the frescoes more vis- 
ible—and in doing so have made them less 
visible. The ceiling of the Sistine chapel was 
covered with thick glue to make the dark- 
ened frescoes more luminous; then, when 
the glue darkened, black paint was added to 
heighten the contrast. The Brancacci chapel 
was spared the black paint, but suffered a 
soupy layer of varnish in the eighteenth 
century. 

Standing on a bridge that stretches 
from one side of the vault to the other and 
which is 60 feet above the ground and se- 
cured in the same holes as Michelangelo 
used, the Vatican restorers apply a cleaning 
gel to the Sistine ceiling in small squares for 
three minutes at a time. Then they wash it 
with distilled water. The méthod is similar 
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ROME 


HE Vatican was led to embark on the 

restoration of the Sistine chapel by 
one simple fact: its laboratory analysts 
had discovered that the glue which had 
been applied to the plaster more than 200 
years ago was contracting—and, bit by 
bit, was pulling the fresco off the ceiling. 
Restoration was not just a matter of aes- 
thetics; it was a necessity. 

That delivered the restorers from what 
is perhaps the conservator's most difficult 
problem. Is his aim simply to freeze the 
| work of art in a way which will prevent 
further deterioration? Or is it to bring 
back as near as possible the state it was in 
when it left the artist's hands? 

There are powerful arguments on both 
sides. Those who support the first case 
point out that the history of a work of art 
is often interesting in its own right—as 
are the attitudes of later generations to it. 





at the Brancacci chapel, although different 
chemicals are used, and there is a different 
policy for repainting areas where the paint 
has flaked. In the Brancacci, conservators 
under Dr Ornella Casazza use selezione 
cromatica (see box on next page) to make 
repairs that seem harmonious from afar but 
will be immediately visible to future 
restorers. 

One of the risks of embarking on jobs of 
such huge scale is that, even with careful 
note-taking, the conservators might strip 
away a piece of Michelangelo's or Masac- 
cio's original work. Making a detailed scru- 
tiny of such a large area in the time available 
is also a difficulty. The art historians in 
charge think that they have avoided both 
these problems. Before restoration started, 
a year was spent examining the frescoes at 
the Brancacci, and more than two at the Sis- 
tine chapel. There are computers on scaf- 
folds at both projects, keeping a diary of dis- 
coveries, and recording facts about the 
artists’ techniques and how much work they 
did each session. The one in the Sistine cha- 
pel can display the outlines of the figures 
across the whole ceiling up to life-size, in a 
variety of projections like those used on 
maps—and can print them out in four col- 
ours on a fullsize graph plotter 60 feet 
above the floor. | 

Though the two restorations are simi- 
lar, the responses to them have been differ- 
ent. The Brancacci restoration has been 
widely praised. The Sistine restoration has 
been savaged by some critics, artists and 
journalists. Should they be taken seriously? 

The critics argue that, whatever the 
Vatican specialjus may say, the Sistine cha- 
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Nothing to lose but their breeches 


| Take the case of churches. There is little 


incongruity in a Romanesque church 
with a Gothic facade and an interior 
adorned with classical pillars from the Re- 
naissance. Those who support the second 
case talk of the importance of the artist's 
original intentions. 

This fundamental issue has no simple 
resolution: sometimes, though, a decision 
is forced on the conservator. A case in 
point is the attitude of different centuries 
to pictures of the human body. On this 
issue, each team of restorers are having to 
make hard choices. Both Michelangelo's 
and Masaccio’s works show naked fig- 
ures—unacceptable, in a chapel, to more 
prudish generations. Delicate fig-leaves 
were applied to the figures of Adam and 
Eve in the "Expulsion" scene of the 
Brancacci. In the Sistine chapel, the ceil- 
ing was untouched, but the reactionary 
Pope Paul IV wanted the “Last Judg- 


ment" scene on the altar wall, which 


pel's ceiling was not painted in buonfresco. 
Michelangelo, they think, added extra ef- 
fects a secco on top—far more than 296 of 
the ceiling's area. If che critics are right, the 
restorers are destroying part of the artist's 
work. The critics’ theory relies on three 
suppositions. 

First, they say that Michelangelo could 
not have covered large areas in a single day's 
work, and did not rely on buonfresco alone. 
(It is possible to tell from minute examina- 
tion of the paint how much the artist 
painted in each session.) This simply flies in 
the face of such evidence as is available, not 





Flawless Casentino 
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Michelangelo executed some 30 years af- 
ter he began the ceiling, removed alto- 
gether. He was prevailed upon by his car- 
dinals merely to have loincloths painred 
on to the nudes. What are the conserva- 
tors to do about those? 

The Brancacci decísion was unequivo- 
cal—the fig-leaves have gone. The special- 
ists of the Vatican do not vet have to de- 
cide, for it will be another year before thes 
finish the ceiling and proceed to the "Last 
Judgment". Even then, all will depend on 
whether the clothes—applied by an artist 
who earned the nickname "The Breeches- 
Painter" for his work—were painted on 
to the fresco a secco, or whether plaster 
was chipped out and fresco reapplied. (If 
the second, of course, there will be noth- 
ing of Michelangelo's left to expose.) But 
Mr Fabrizio Mancinelli, the head of the 
Vatican Museum's Renaissance depart- 
ment, in charge of the project, reckons his 
colleagues will leave the breeches on, even 
if they could be removed. A pity, perhaps; 
but then the charm of the conservator lies 
in discretion. 























only from the Sistine chapel but elsewhere. 
In the “Expulsion” scene from the 
Brancacci chapel, Masaccio executed whole 
figures in one session. 

Second, the critics point out that on 
contemporary accounts Michelangelo took 
many more days to complete the ceiling 
than the total number of wet-plaster sec- 
tions. That, though, is consistent with the 
Vatican historians’ view: between days of 
painting the artist paused for rhought, 
sketching and composition. 

Third, and most important, the criti- 
cism is aesthetic. The restorers’ opponents 
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say the cleaned section of the ceiling looks 
unsubtle, flat and brash. Most art historians 
who have seen the restored ceiling find this 
‘claim hard to swallow. True, the frescoes 
looks remarkably different now: they show 
Michelangelo to have been a brilliant col- 
ourist as well as a painter with a sculptor's 
interest in form. 

Moreover, the uncleaned ceiling is al- 
most black. To be visible at all, says Profes- 
sor Kathleen Weil-Garris Brandt, an Ameri- 


FLORENCE AND LONDON 


Y do pictures in the National 

Gallery in London look so strik- 

ingly different from those in the Uffizi in 

Florence? The London paintings are 

brighter, somehow more brash; those in 

Florence, even by the same artist, appear 
older, mustier, more restrained. 

There is a simple reason for this. Brit- 
ish conservators in the 1950s and 1960s 
went through a fad for pictures that were 
"clean". They often interpreted the work 
of conservators to mean that they should 
| carefully remove all the work of previous 

restorers, and display the painting as the 

painter might have seen it on the day of 
completion. They were helped by a bat- 

tery of new tools: more sophisticated x- 

rays; powerful cleaning agents; infrared 

lights that allowed them to see what the 
artist had put under the final layer of 
paint. Techniques like these put paid to 
an old tradition, in which a great artist of 
the day would be approached to restore 
the work of his predecessors. 
Turning picture-restoration into a sci- 
ence produced some triumphant results. 
| A gallery's technical department was of- 
| ten able to tell its art historians new 
| things about artists’ techniques; X-rays 
show that Altdorfer's "Christ Taking 
Leave of his Mother”, for instance, is 
shaded in with cross-hatching under- 
neath the paint. And bare-all cleaning 
sometimes made it easier to decide who 
had painted a picture. The portrait of Ju- 
lius II that hangs in the National Gallery 
| was attributed to Raphael with certainty 
| only when the restorers discovered an in- 
| ventory number which established the 
| pictureasone by Raphael which had been 
| mentioned in an inventory of 1693. 
| Yet the new approach had its draw- 
| backs, too. The technique gave the re- 
| storer the petulance of a hairdresser, 
whose first question is always, "What fool 
has made such a mess of this" And it 
brought down the wrath of some distin- 
guished art historians, who think it vulgar 
to make pictures brighter. “The word res- 
toration", wrote an art historian, Sir 
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can art historian, it has to be lit by 30,000 
watts of halogen lamps. The cleaned sec- 
tion, on the other hand, is easily visible with 
the naked eye from almost 70 feet away. 
One other point completes the demo- 
lition of the critics’ arguments. Even if they 
were right in thinking Michelangelo had ap- 
plied a final layer a secco, it would hardly be 
there today, awaiting destruction at the 
hands of the conservators. Restorers at the 
Brancacci found that most of Masaccio's 


Is restoration an art or a science? 


Ernst Gombrich, "is generally a misno- 
mer. We can never turn back the wheels 
of time. Thus we simply must not pander 
to the wish of hurried tourists who want 
to take in every work of art in passing." 
Italian restorers approached their task 
differently. Less sure that previous con- 
servators were wrong, they have reverted 
to the old tradition of working closely 
with art historians. Their guiding princi- 
ple is to make sure their work is easily re- 
versed. That dictates the use of acrylic 





Art under the British miscrosco 


paint, oil or tempera when they fill in 
gaps; and it means sandwiching 
repaintings between layers of varnish, 
which makes them easier to remove. 

Some of this has been adopted by con- 
servators outside Italy, and even in Brit- 
ain and America. The two senior special- 
ists at the National Gallery in London, 
Mr David Bomford and Mr Martin Wyld, 
maintain that less and less divides them 
from Florentines or Romans. But the An- 
glo-Saxon and ltalian traditions are still 
distinct. 

Italian conservators make more of the 
fact that pigments decay at different rates. 


secco had disappeared long ago. Let the last 
word go to Sir John Pope-Hennessy, an emi- 
nent historian of Italian Renaissance art: 
“When I in turn was shown the ceiling," he 
wrote in the New York Review of Books, “I 
was convinced first that its restoration 
should not have been postponed, second 
that it was respectful in the highest degree, 
and third that the means used were wholly 


adequate to the task.” 





. 

The Italians—but not the British—might 
clean selectively, taking off discoloured 
varnish in parts of the picture, and leav- 
ing it on elsewhere. On a badly damaged 
picture, such as Andrea del Sarto's "Ages 
of Man" (which Mr Alfo del Serra was 
cleaning at his Florence studio this year), 
that could mean cleaning off as little as 
4096 of the varnish. The method has been 
used on other pictures, too: Botticelli’s 
"Birth of Venus", for instance, and 
Michelangelo's "Holy Family”. 

To repair gaps, English restorers like 
to paint in what they can as unobtrusively 
as possible. Not so the Italians: they want 
to preserve the general look of the pic- 
ture, but make it easy to see from close up 
which bits are not original. They use two 
different methods.  Trateggio, used 
mainly in Rome, involves repainting with 
a series of small vertical brush-strokes. In 
Florence, restorers often use selezione 
cromatica, which looks almost like the 
work of a pointilliste painter: it is a series 
of brush-strokes of contrasting colours, 
woven together as in a basket, which cre- 
ate the right neutral shade from afar but 
from six inches away stand out as restor- 
er's work. 

Some English restorers will strip a pic- 
ture’s varnish outright, and replace it 
with modern synthetic varnish. Varnish, 
they argue, was used widely only after the 
Renaissance. Italians like Mr del Serra ar- 
gue that, even as early as the fourteenth 
century, artists such as Casentino applied 
a glaze of egg-white to their pictures—and 
that varnish, sometimes tinted, became 
for 400 years part of the job of painting a 
picture. Unfortunately, there is no evi- 
dence either way. 

It can be no surprise, then, that con- 
servators brought up in one tradition 
tend not to work in another. Co-opera- 
tion between rival schools is limited. Sci- 
entists, conservators and art historians 
are still mutually suspicious. This might 
change. The Courtauld Institute in Lon- 
don runs a conservation course in which 
students are encouraged to travel abroad 
to see how foreign specialists work. With 
more of the same, the world will be able to 
pool its knowledge of what to do when 
pictures decay. 
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publi: bust 
| 1987 ihe oe of publishing changed. 
















bers publisher was taken over by a West 

German group; and the most European of 

. American publishers was forced to take on a 

--ocrippling debt burden to guarantee its 

s je "holders the same return as that being 

promised by a British corporate raider. 

n any other business, such a- 
pate: of takeovers would point to 
takeovers in the wider world in which 
companies operate. The world in 
which publishing companies operate 
is the world of taste and ideas. 
Changes there have something to do 
with the growth of international pub- 
= meine iia i only 











} Pei are o fe 
ly hose. that define the re- 
popular taste. The 
tors of those boundaries are — | 
nostly Americans. Ever since Mr 
Alex Haley’s "Roots" (Doubleday) 
ecame a bestseller in Europe, writers 
tephen King, Mr Sidney 
r and Miss Danielle Steel 
iade lots of 1 money exporting 
nerican taste in a way that 
" e generations of trashy nov- 
| dis (Mr. Harold Robbins, Miss Jac- 
~~ queline Suzanne) did not. 
-=+ American taste has become as 
et vasive in books as it is in movies and fast 
od, but the traffic does not run all one 




















; € iH risen to t e pd iege at v y vhic 
n on | investment. Many authors and ishers 
y will not be able to produce the kind otk books th 


Mir Rupert Murdoch swallowed up the Me 
shers of Mark Twain and Mr Mikhail 


-bachev; Jeph Conrad's and Edna Fer- 





“Ane 1980s, it begins to make sense to L Inthe of 


an international market in popular books, 
dominated by the United States. 

This new market erodes some national 
advantages in publishing. Publishers do not 
just buy a manuscript, design a dust jacket, 
guess oid at the pne pu of 





copies to print—and then forget all about 
it They make more money by printing 
books again and again in different forms: 
with illustrations, as pocket-books, as part 
of a series. If a world market exists, it multi- 
plies the opportunities to reprint books ex- 
ponentially because publishers can do this 
in every country where they. operate. The 
job of top editors at Penguin, a British outfit 


. with a worldwide distribution network, is 


^ paperback opportunities afforded ix 


Library, or an American 


n . books. This is a large and expensivi 


to export (in America it accounts for: 





therefore to say: what are the internati 








ing this new manuscript! Mr Peter À 
Penguin's boss, calls this “the real ! 
publishing . . . copyright, and the - 
ing and selling structures to use it’ 
surprise to find Penguin buying uy 
back company in New York, New A 
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wi vehi novels. But thew 
ket for books is not confined to fc 
main market is educational and u 







































ness to be in, which is why publishe i 


as much revenue as hardback ficti 
general-interest non-fiction; and pr 
a new series of educational books ca 
over $10m). The true significance « 
textbook marker, though, lies in the f. 
that it would be impossible without an ine 
ternational language—-and that is the sine” 
qua non of international publishing. x 
The English-language market. en« 
compasses not only countries that. 
speak English as a mother tongue but - 
also those that speak it as a sec ondor. 
third language. The first group repre 
sents a market of 330m potenti 
readers. Both groups together: : 
Significance even beyond that: in t 
realm of ideas. | 
Peripheral cultures. often 
duce better writing than mot 
tures do, and English writi 
reading) is now being rescue 
terminal boredom by writers f 
Australia and Canada (eg, M 
ter Carey and Robertson 
Mire and Wa 











1987 Frances $ top baie wal 
Prix Goncourt, went to a Mors 
Mr Tatar Ben lelloun; and 
years most of the best novels i 
ish have come from Latin Amer 

But English readers ate d 
lucky because they not only ge 
benefit of V.S. Naipauls but also E 
Kunderas and Mario Vargas Llosas—g 
writers who want their books to be rea 
English. With a generation of Ánglo-2 
can readers taught at university to t 
literature internationally, not just 
of Henry James or a Austen, ^ 
ence for the best literature is m 
than it has ever been. Mr Milan 


"The Unbearable Lightness. of 














Say ce such bool: represent any- 
thing more than a marginal part of 
the publishing business—though 
small fortunes can still be made out of 
them. One of those fortunes was 
made in Britain by the Indian-born 
Mr Sonny Mehta, who now runs AL 
fred A. Knopf, among the best Amer- 
ican publishers. Gaps in the world's 
literary market still yawn. One of the 
most influential (and international) 
yf this century's writers was an Ar- 
gentine essayist, Jorge Luis Borges; 
of his work is not available in 
ish and there is nothing at all of 
distinguished collaborator, 
ioy-Casares. But such holes 
market are hardly surprising, 
ie internationalisation of pub- - 
g is only part of a bigger change - 
às come over the business. 
ange is the emergence of the 
publishing conglomerate. 
































The dinosaurs take over 
From Gutenberg until the 1980s, publish- 
ing had been an entrepreneurial affair. 
Companies published the kind of books 
: their owners liked and often bore the great 
. men's names (Alfred A. Knopf, Weidenfeld 
& Nicolson). In Britain in the 1930s and 
940s, Victor Gollancz, a socialist publish- 
ng tycoon, made his money publishing de- 
tective novels and out of it financed ae 
like Mr Michael Foot's "Guilty Men" 
attack on Conservative politicians which 
ielped bring down Winston Churchill's 
overnment in 1945. Great books could be 
blished for nothing. James Joyce’s "Ulys- 
‘ would probably not have been pub- 


Ivia Beach (an American who founded 
arisian bookshop and institution, 
speare and Company). Authors were 
few thousand pounds bought you a 
, and intellectual inquiry flourished 
| a plethora of competing small firms. 
in America today, publishing is domi- 
-by a clutch of giant companies. Two 
hem—Random House and Simon & 
ter—are parts of domestic empires; 
e are owned by foreign equivalents— 
per & Row, Viking/Penguin and Ban- 
Doubleday-Dell; Houghton, Mifflin 
nd The Putnam Publishing Group have 
r 1,000 books in print. All of them also 
- smaller publishing houses with their 
n imprints. 
"These companies represent a brad 








itors no longer lavish lunches on authors; 
nstead (if they are lucky) they attend mar- 
ting meetings at which they are allowed to 
t in the corner and listen. Books are mar- 
eted like other consumer products. Simon 








"until after his death had it not been. 


m the entrepreneurial editorial tradition. - 
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& Schuster brought as president of its con- 
sumer operations Mr Tom Gardner from 
Johnson & Johnson, a soft soap manufac- 
turer. When the new owners moved into 
Harper & Row they announced that, 
though "Harper & Row had always been an 
editorially driven company", the new pub- 
lisher also had to be a marketing man; the 
old boss, Mr Ed Berlingame, who embodied 
the editorial drive, left to set up his own im- 
print within the company. 

Writers (and even a few publishers) 
think that these new conglomerates are di- 
nosaurs. Though the publishing companies 
do not control what is written, they do con- 
trol what is printed and, of the books they 
print, they affect which are most widely 


The big dealers | 


Parent companies and their 
main publishing subsidiaries 


Bertlesmann 
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Bertlesmann (West Germany) Doubleday (1986, $475m) 
Bantam-Doubleday-Dell (US). 
Plaza y Janes (Spain) 





Recent acquisitions 











News Corporation 

Collins (Britain) Harper & Row (1987, 
Hire & Row (US) $300; 5096 of Harper & 

Row transferred to Collins) 

Newhouse 
Random House (US) Cape Group (1887. 
Alfred A. Knopf (US) £15m-20m) 
Chatto, Bodley Head 
and Jonathan Cape (Britain) 
Gulf -- Western 
Simon & Schuster (US) Prentice-Hall 
Prentice Hall (US) (1984, $710m) 
Pearson 
Viking/Penguin (Britain, US) New American 


Longman (Britain, US, Canada) Library, (1986, $66m) 
New American Library (US) 





-.-. Trading Act, and publishers, not books ll- 


i shelves, brought in bright fluorescent light- 
ing and began undercutting other book | 





pe he new Kovels are ti ) 
given the most attention and which 
previously published books are to be 
dusted down and given new life. All 
such decisions affect the way a writer 
is perceived. by readers and, ulti 
mately, whether his or her books are 
read. In the new conglomerates, 
many authors think, a kind of gravi- 
tational pull will emanate from the 
offices of the marketing men Which 
will cause, year by year, one extra 
bestseller to be published by a tried- 
and-tested author, at the expense of 
one fewer book that challenges con 
ventional wisdom. The so-called mid- 
list book (one which, in America, 
sells 15,000-50,000 copies and from 
whose ranks both great books and fu- 
ture bestsellers spring) will vanish. 
Eventually, you will get literature for 
Couch potatoes. The writers’ night- 
mare is that publishing will turn into. 
a version of the movie business, in 
which half a dozen large distributors fr 
nance a star system and a stream of junk. 

In all this, there is some sense, but: also. 
some nonsense. To tell which is which, it is. 
important to understand in more detail 
where the impetus for the changes in the 
structure of publishing came from. This 
leads off down what may seem like a by-way, 
for the impetus did not come from changes 
in taste, or even from the publishing compa- 
nies themselves. It came from the 
bookshops. 

Uneil recently, bookshops in America 
looked like they do in most other coun- 
tries—like libraries. Serried volumes stood 


.. floor to ceiling, only some of them immedi- 
-ately accessible. This gave literary people a 


warm glow but made non-literary. people 


. feel as if bookshops were no place for them. 


This is still mostly true in Britain, where 
book prices are an exception to the Fair 





ers, control book uro | 





1974, dp Mr Le ae E pon T 


Barnes & Noble, then a three-year-old text- 


book retailer. He threw out the library-like 






shops by around 1096. Thirteen years. » 
Barnes & Noble is America's biggest book- 

seller, having bought B. Dalton, the number 
two retailer; in November 1986. Between 
them, the top two chains— Barnes & Noble 
plus B. Dalton and’ Jaldenb sooks—account 
for eci d of all t t jooks s sold over the 
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e has n number of books 






Ven boomed. 4 
produced in Am 
remained at. aroi 












s sells poni els six- 


fet late eram a book ler iss 


S Row). lñ 1977 it sold the 
precedented number of 
hardback copies. Miss 

Steel's $ new novel,' 'Kaleido- 


id n 1986 | Mr Bil Cosby’ 
tho d - (Doubl eday) sold 


a ino chain publishers that 
have been eir in Acidi mar. -— 





E ‘bookshops o operate E 2 


traditional publish- 
1 e, Waldenbooks and B. 
alton run thousands of shops and 


people who stock the shelves therefore 
ed books which customers might buyin O 
- any one of those shops. In contrast, atradi- ^ pa 





- tional bookshop might stock whatever the 
. owner liked and thoug 
‘would buy—anythin 






such specialist interests have, by and large, 
gone by the board. 
-As the number of copies sold in the 
shops has risen, the range of titles stocked 
has plummeted and so has the length of 
«time books remain on the shelves. In an old- 
- fashioned shop, you might find a thousand 
titles with a mere handful of copies of each 
- title, but some of those might have been in 
_ the shop for a year; ina new chain store, you 
will ind hundreds of copies of fewer titles, 
-'all of them recent. If a book does not sell 
"s months, it goes back to the 
s hapless publisher. The extreme cases are the 
jk stocked by supermarkets where hun- 
















| and sold cheap. To do business with 
18, publishing companies therefore 

luce books that will sell i in large 
ikiye, bestsellers, “Liter- 








. is on some extent, therefore, writers’ 
i npn about conglomerates are justi- 
fied. The chains are pushing writers’ inter- 
ests into conflict with those of publishers. 
"Most authors take a long time to write a 
book that may at first have a relatively small 
udience but which, they hope, will last for 
rs. Publishers need books that will ap- 
lto millions of people immediately. 
ut writers have picked the wrong tar- 
'r complaint: this conflict of interest is 
lt of the growth of chain stores, 
ncrgas d the audience for some 










ht hislocal customers 
from military history 
to Andalucian cook-books. In the chains, 


(Thrillers and flops 


dreds of copies of the same titles are piled 
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“two ii jd years, - 


lent of "Dallas" rather than those of more 
rudite books. Dr Oliver Sacks's “The Man 
wr Mistook His Wife for a Hat” (Harper 





& Row), for instance, depended entirely on. 


independent bookshops for its success. But 
this may be changing. 1987's most surpris- 


ing bestseller, Professor Allan Bloom's can- 


tankerous attack on university education, 


“The Closing of the American Mind" (Si-- 


mon & Schuster), Was a great success in the 
Chains and Miss Judith Viorst's "Necessary 


Losses" (also Simon & Schuster) did not 
sell in independent bookshops until after 
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Share prices at us. 
publishing companies 
End-Jan 1984100. 





| Harcourt Brace Jovanovich i ] 
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Standard & Poors Harper & Row 
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sores Date ‘Do ees coma rons- Lernen ini 


been boosting sales of the die cha equiva- 


baths i in Iran. 1 





initial success in ee dins X 

these books are exactly the kind : th t 

traditionally sold onlv in inde 

dent stores. Writers worries abi 

chains “devaluing” reading hal 

may already be out of date. 
Publishers themselves have as 

ferent reason to worry. They E 

ways subsidised high-minded: 

out of the profits: of mo 





authors hav 
stripped the supply, pes | 
aud are worryingly depen 








iol. "This i is nonsense e because E a) disasters u 
like “Whirlwind” and b) the lessons of the - 
paperback bust of the 19 10s, 

Mr James Clavells previous novels 
about dynastic bloodbaths in the Far East-— 
“Shogun”, "Nobel House had made him 
an international brand name. This year, - 
therefore, Morrow paid $5m for “Whiri E 
wind”, a book about hostages and blood- 
hey printed 900,000 copes: 
in hardback, and waited for the money. Ue 
roll in: “Whirlwind” hit the bestseller lists; — 
but not for long enough; around 400€ 
copies remained unsold, which was proba- 
bly a record, of sorts. 13 

Because conglomerates wa H to keep 
their editorial departments small, the divi 
sions paying these nn dollar fees. 
often have turnovers of only $50m a ye 
which means they are betting 10% of d 
revenue on single products which 1 
crash. The worrying parallel is with t 
movie companies of the early 1980s, wh 
were paying up to $40m or films I 
“Heaven's Gate", which was withdrawn 
ter a few showings and resulted in the co 
pany that made it, United Artists, bei 
taken over by MGM. Conglomerates even 

ally can go broke trying to underestimat 
the intelligence of the American people. — 

Publishers worry less than they ought & 
about the possibility of the same thing h: 
de to them, having been E ough a si 
ilar cycle before, and survived. In the: "i 
1970s, prices of more than $1m were bei 
routinely paid for the paperback rights 
blockbusters like “Jaws” and "The God 
ther”. In the late 1970s, the publish 
dustry contracted a fit of collective insanity 
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ould you be proud to own a volume 
illustrated by Picasso? 


, Heritage Club has, for several decades, 
inon Pabi end artists to illustrate its 
eant c of Ne ML of 


nk Rockwell to illustrate The Akeli of 
jer and Huckleberry Finn. Who could 












ations were com: 
assigned exclusively 
Gor our editions of 
-Fhe Adventures of 
Tom Sawyer, Huckie- 
“berry Finn, and Poor 
Pichard s Almanac. 




















Now You Can Own the Most 
jarportant Editions of Our Time 


Heritage Club classics illustrated, designed and 
introduced by the world's foremost artists and literary figures. 


Pabio Picasso... 

his drawings, commis- 
sioned for our edition 
of Lysistrata, are now 


in the Museum of 
Modern Art. 


better portray the inexperience of youth and the 
innocence of a bygone era? Today, these Nor- 
man Rockwell originals are as classic as Twain's 
novels themselves. 


Introductions by leading literary 
figures of the twentieth century. 


Often, the writer who introduces a Heritage 
Club volume is as famous as the author who 
wrote the work. Sinclair Lewis, Thornton Wil- 
der and A. A. Milne, are just a few of the prom- 
inent literary figures who have been chosen to 
write introductions. Imagine having Theodore 
Dreiser tell you what to read for in The Way of 
Ail Flesh...or having Isaac Asimov set the stage 
for Journey to the Center of the Earth. 

















Definitive editions that withstand 
the test of time. 


Heritage Club Editions have come to be res 
garded as definitive editions of the world's great 
classics. The reason is that they are not only: 
masterpieces of literature, but masterpieces of 
the book crafting art as well. Over the years, 

The Heritage Club t the talents of the 














has sough 
world's foremost artists, typographers, design- 
ers, binders, and printers to produce volumes 
which are as classic as the immortal works they 
contain. 


Not a book club 
in a conventional sense. 


There is nothing conventional about the way 
The Heritage Club operates. Choices are made 
by you, and not for you. When you enroll, you 
receive a Prospectus of upcoming Club titles. You 
tell us which titles you wish to receive, which are 
then sent to you at the rate of one title per 
month. You can purchase all titles, most, or just 
some. And even though you receive only titles 
you have specifically requested, you are free to 
return any volume within" days. for « a full 
refund. You are also at libe l3 
ee at tany time. 








Rockwell Kent... 

“ane of the many famous 
"artists whose illustra: 
:Xtions can be found in 

Heritage Club editions. 


Sinclair Lewis... 
he was so enthusiastic 
about our design of 
Main Street that he 
wrote a special intro- 
duction for it! 





. Remember when books were 
| made to last? 
Heritage Club Editions still are! 


othing is more discouraging than to pay up 
$25-30 for an ordinary hardcover best-seller 
id find that the book is printed on poor-qual- 
r paper and that the pages are merely glued 
the binding. Heritage Club editions, on the 
Yer hand, are produced the way they always 

j last for generations. Covers are 
! sturdy. Papers are acid-free—meant 
endure for generations. without cracking or 
llowing. Pages are meticulously bound— 
read-sewn so they will not fall out in your 
inds, 10 or 20 years hence. 







Uniformity i is boring. Each Heritage 


: lub edition was created afresh! 


eritage Club edition is designed to en- 
nrich, and even enlighten the particu- 
presents. The manner of illustration 
atercolors, woodcuts, engravings. 
iry. 50 do cover and trim colors. So 

The only standard to which these 
ie; conform i is a uniformly y high 
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of The Grapes of | 
Wrath and Life : an : 


tain some ot his finest 






published, 


Please act promptly. 


Sooner or later, the generous terms of this intro- 
ductory offer must bow to the still rising costs 
of making books. To accept this invitation, sim- 
ply complete the Membership Application be- 
low and return it promptly. This is all you need 
to do to begin acquiring your own magnificent 
library of the world's greatest books in editions 
you will be proud to own. 


| CHOOSEAFRE | 
FIRST BOOK! 


Seeing is believing. To see, first-hand, the 
beauty and quality of these classic editions, 
| indicate your choice below and include this 
list with your application: 

| A Portrait Of The Artist As A Young Man. 
i 





| 
| 
| 
| 
James Joyce: | 
Alices Adventures in Wonderland. | 
Lewis Carroll, with original illustrations | 
by Sir John Tenniel; 
Hamlet, William Shakespeare; | 
The Mayor Of Casterbridge, Thomas Hardy, | 
with engravings by Agnes Miller Parker: | 


A Journey To The Center Of The Earth, 
Jules Verne, v Introduced > aac Asimov. 






Arthur Rackham ims 


tor the heritage edi 
"tion of The Wind in 
the Willaws, haye 
. made it the most 
prized edition ever 


Daphne du Maurier,,, 
her introduction to 

Peter ibbetson is 
another Heritage Club 
original. 
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THE HERITAGE CLUB No Paymerit 

| 47 Richards Avenue Requires: : 

Norwalk, Conn. 06857 Smüpdy mar ts 
SIN xx ud 4 RE, 















































Hd. Walls... Pune 
one of the many famous 
authors who has writ- 
ten introductions for 
Heritage Club acitices 


4m «eod m e Am WC UD cd Membership ip Appl catia ox E e P AN dci e 


300 


gU 


YES! | want to join The Heritage Club and. be in 
building my own personal library of the greatest books 
of all time. à 
Send me my FREE first volume. Assuming this book - 
is satisfactory, I will then send $17.50 (plus puis 
and handling} to pay for the next volume in my} 
tage library, This price will be guaranteed 
the next two years. Twill continue to receive à 
per month for as long as [ continue my memt 
| understand that | may return any book D 
days for a refund, and that either party may carie 
this subscription agreement at any time. ——— 
lf the first volume does not meet with my approval 
agree to return it. [ wall then owe you noti 
my membership will automatically be cance 
Mir. 


Mrs, 

NEUSS tcu eee ete E c 
Address s eee 
City PRETEREA PEENE LELLE EA TERCER ———— l 
State MICE NER 


ORBE NE eoe cci oed as dE E ee 


mosse emm dem m oh m c on RR E 










to Jaik them zy even so ren paper- 
'ack houses had to increase the cover prices 
of their books from under $1 to around $3, 











“out of the market altogether. This is exactly 
what happened; paperback sales began to 
fall and writers' fees collapsed. Books 
that had fetched $200,000-300,000 in. 
the mid-1970s went for onetenth of 
- that; Pocket Books lost $1m on the - 
paperback edition of Mr John Ir. 
: ving’ s “The Hotel New Hampshire” | 
vhich it had bought for $2.3m in 
1981. The mid-list book almost van- 
ed from the paperback market. 
ce mid-list books are exactly the 
s which writers fear conglomer- 
; will squeeze, the lessons of this 
it paperback bust are worrying. 
They are especially worrying be- 
cause, this time, publishing compa- 
“nies are more vulnerable than they 
were before. Not only have editors 
been paying exorbitant sums for au- 
- thors: owners have been paying exor- 
© bitant sums for the publishers as 
share prices rose dizzyingly during 
: Wall Street's bull market (see chart 
-on previous page). In the last full year 
before being taken over by Mr Mur- 
- doch's News Corporation, Harper & 
- Row made a profit of $5.9m; Mr Mur- 
- doch paid $300m for the company, a 
sum which, had it been borrowed from a 
bank at an interest rate of 7.5%, would have 
- cost him $22.5m a year to service. Harper & 
Row therefore has to quadruple its profits 






































of acquisition. 
.: Publishers cannot quadruple profits 
ugh sudden increases in earnings. 
j h bestsellers are volatile, a company 
ttract big names only by building up a 
od reputation year by year and novel by 
rel. They can save costs quickly in the 
n-editorial parts of the business; editori- 
, the disadvantages of being a dinosaur 
'€ so great that conglomerates try to be as 
uch like entrepreneurs as possible. That, 
' least, is the lesson to be learnt from 
merica’s three successful domestic con- 
lomerates, Simon & Schuster, Random 
ouse and the Putnam group. 
~ Simon & Schuster, a subsidiaryeof a 
larger group, Gulf + Western, spent $7 10m 
uying an educational publisher, Prentice- 
Hall, in 1984; and $1 billion on a series of 
smaller publishers over the following three 
years. Random House was the product of an 
earlier wave of takeovers in the publishing 
business; from 1964 to 1980 it had been 
owned by an entertainment group, RCA, 
which thought that satellite technology 
could be harnessed to educational and chil- 
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dren" s ‘publishing. te satell ite ciel cum orbit 
` and so did Random House. Bought by two ' n | 
| warehouses; and, en he sales : 





thus running the risk of pricing themselves - 

































































tnerely to pay off the (notional) interest cost. 


brothers, Messrs Si and Donald Newhouse, - 
for $70m i in 1980, the group gobbled " two 
of America’s most respected publishing 
houses—Alfred A. Knopf and Ballantine, a 
paperback house. The least known of the 
three conglomerates (outside America), 


. Putnams, exemplifies the conglomerate in 
its purest form. While the Newhouse broth- 


LETER 





ers go to great lengths to keep the bits of 


_ their empire distinct, few people outside the 


Putnam group can tell which bit of the com- 
pany any particular book comes from. 

The success of these three shows the cir- 
cumstances in which conglomerate publish- 
ing can work. What they have in common, 
is that, first, none grew large through taking 
part in bidding wars. Publishing companies, 
like other service industries, fall apart if 
conquered in battle. Random House's 
friendly acquisition of Knopf left both com- 
panies better off; its not-so amicable take- 
over of the Bodley Head, Virago, Chatto 
and Cape was followed by a management 
buy-out at Virago and the resignation of the 
Bodley Head’s chairman, Mr Max Rein- 
hardt, who left to set up his own company, 
taking his star novelist Mr Graham Greene 
with him. 

Second, the bits of the conglomerate 
which involve dealing with authors and 
manuscripts—the editorial and design de- 
partments—have to remain small and sepa- 
rate from each other. Random House’s edi- 
tors are on the 1th floor of the company's 
Manhattan skyscraper; Knopf's sit on the 
21st. Simon & Schuster’s boss, Mr Richard 
Snyder, says that the editorial bits of his 
companies run in exactly the same way as 
they did when he joined the group in the 





















are shared E all parts s of. the group: ` 





enn. at a entreprene 
ba CA uncrushed ian UN : 











Y oust” published: rer 
One: of those, Beryl Mark- 

oirs. "West with the : 
e bestseller list. for a 





glomerate | 
ald | to do. North 
Point opened an office in New York 
this year which sold to a British pub- 
lisher a translation of Marcel 
Pagnol’s novels “Jean de Florette" 
and "Manon des Sources". 

-Farrar, Straus & Giroux pub- 
lishes. around .100 books a year— 
mostly novels and poetry (it has no 
less than four Nobel pus winnets on its list, 
including the 1987. laureate, Mr. Joseph 
Brodsky). It shows that small presses can 
still make money in the world of the dino- 
saurs. Farrar, Straus is in the traditional 
eponymous mode. Mr Roger Straus, the 
chief executive, stamps upon it one of the 
most forceful personalities in the village of 
American publishing; Mr Robert Giroux 
remains its top editor; the late John Farrar 
supplied the money. Ín 1981 it had f 
bestsellers instead of its more us 
with Mr Tom Wo! 
Vanities”, and “Pre Ho 
Scott Thurow, it showed it could. print. 
books in large numbers quickly (700,000 for 
Mr Thurow, 375,000 since November for 
Mr Wolfe); and for Mr Philip Roth's “The 
Counterlife" it showed it could generate as 
much publicity for an author as any con- 
glomerate. It has done this while retaining 
such a reputation among writers that both 
Mr Thurow and Mr Roth accepted less 
money from Mr Straus than they: could 
have got elsewhere just to be published by 
him. Farrar, Straus will not replace today’s 
conglomerates. Neither could it take their 
place tomorrow if they went bust. But while 
its like flourishes merican publishing can- 














not be in bad : st shapes! 





Write now for pre-publicati n 
details to Codek Publications, Off. 


ms ü book " 95. be LI for each 
additional na te | 


Sd E my cheoue payable to The 
C] Please send me a proforma invoice 

C] Please charge my Access/American Expre 

Et NO obe AE ee NT 
Expiry date: SENEESE 


thei name and address of your nearest Quad id d High Fidel dealer, write to 
di at Quad Electroacoustics Ltd., vane i PEIS 7 DB. Felons (0480) 32361 













"london, feris, Madrid, ~ Heidelberg, Strasbourg 


Schiller 
International U niversity 


Associate, Bachelor & Master degrees in 

4 BUSINESS ADMINISTRATION -HOTEL MANAGEMENT, 

4 LAW/PUBLIC ADMINISTRATION - INTERNATIONAL RELATIONS. 

| Computer Studies, Pre-Eng/Pre-Med, Art, French, Spanish; German, 

English, Collage Prep. Courses. Language. of instruction- -English. 

Pinter campus and US transfer, @BBA & MBA evening classes in London, Paris & Heidelberg. 
Schiller International University 

i Dept 03, 51-55 Waterloo Road, london SET BTX Tel: (01) 928 8484 | 

\ Telex: 8812438. SCOL G. Accredited Member AICS, Washington DC, USA , 


















UNIVERSITY DEGREE 


E Dinas Vor people wie wor io be 
Eam a BACHELOR'S MASTER'S or DOCTORATE Degree by 

























vibra ione clapet a aped V yous On pata and Ue 
bu Degrees Send detailed résumé on work lfe and academic experience for a no 
yn cost evaluation. 


PACIFIC WESTERN UNIVERSITY 


600 N magis Biva Los Angeles, California 90049—Dept 137-—USA 


| ELI INSTITUTE 
- OF WORLD ECONOMICS 


Advanced Studies 
in International Economic Policy Research 


August 1, 1988-May 31, 1989 








Outline: 

S -e Compact, up-to-date information on the most important areas 

. of international economic relations through concentrated 

courses given by internationally renowned university profes- 

. sors and through seminars given by leading representatives of 

< international organisations, domestic policy institutions and 
international corporations; 


e profound training of skills pertinent to international economic 

analysis, methods of empirical research, sophisticated informa- 
tion-gathering, the evaluation of economic policies and inter- 
national business strategies; 


e designed for economists holding a university degree who are 
-interested in a career in international business, governmental 
_and intergovernmental organisations, academic institutions 
etc. 

Lecturers: 
Macroeconomics in Open Willem Buiter (Yale) 
^ Economies | 

The International Monetary System 
International Financial Markets 
iternational Trade and Protection 


Development : and Trade. REOR 


Paul de Grauwe (Leuven) 
Ingo Walter (New York) 
Stephen Magee (Texas) 
Anne O. Krueger (Duke) 





o. for LDG 
| International Resource Horst Siebert (Konstanz) 
Management. : 
n International Corporate Finance. Gunter Dufey (Michigan) 


'onomics. + Advanced Studies - Düsternbrooker 
"Germany . 


regan 









A taught 9 iionth or 120 mon T $ 
(with optional dissertation) 
MA with component courses 
in: Finance, Quantitative I4 
Methods, Accounting and In- | | 9 

| dustríal Economics. i 
The Department of Econom- 
ics also offers MA coursesin | | i 
Economics, Development f 

. Economics and Econometrics | 

with Diploma courses in Eco- 
nomics and Development |. 
Economies and MPhil and 
PhD degreesbyresearch. |. 
| Write to: Graduate Chairman, I 
Ref.E/88/1, Department of 
| Economics, University. ‘of Es- 
| sex, Wivenhoe Park, Colches- 
| ter, Essex C04 3SQ, UK. 







































































EMIB offers you: 
ea twelve-month full-time: intens 
international Business. ^ — 


EMIB gives you the unique opportunity to: 
e work with a highly qualifi ted facul ty drawn from 
all over Europe Se 
e be part of a multinational tea 
e view Europe as a single marketi | 
e use your managerial skills for. oth saye of 
a business issue (the Euripean Pi Pro ect)... 








t least 





Progr uc TEN by the CGE. (Coniérerice 
des Grandes e Ecoles), an Aaaa the elean French 


T fx P d 















Sron ien Senate House, UT Uy T Natural Resour ce Economics. and P T 
“ec UNIVERSITY OF MICHIG 


| The School of Natural Resources of The University of Michi igan 
. | offers master’s and doctoral programs in natural resource policy 
.] and economics as well as a Ph.D. program in Natural Resource 
Economics offered jointly with the Department of Economics of 
The University of Michigan. Students pursue rigorous programs 
emphasizing interdiscipli inary analysis and problem solving. 


For an application and program information, write to the Office af 
Academic Prc Resources, The University 







rograms, School of Natural 
of Michigan, Ann Arbor, MI 48109-1115. 


The University of Michigan is an equal opportunity'affirmative 
action Heuton, 
















Applicants should be fluent in 
English Language (written and 
spoken). 


‘Salaries are tax free and com- 
_| mensurate with experience. 
_| Fringe benefits include fully fur- IB 
| nished accommodation, tickets |. | 
-F for annual home leave nd free 
| medical care. Sas 
Qualified applicants. are invited 
| to. send in confi ence their re- 
“F sumé with supporting documents 
to: PO Box 004, ha — Qatar 
























time students holding’ a quód 





liege, Regent's Park, London AWE ^] 









School of 
Business 


Administration 


VANE exist for those with: expertise. 
in one or more of the following f ields: 





Urba 1 development 9 Port pricing | 
‘ism e Shipping 
Accounting. and finance @ Institutional studies 


"Appointments will be made at various. levels. Successful .. 
applicants will be able to demonstrate success in their 

> career to date and an ability to work in | 

—. . multi-professional teams at home and abroad. dc 
rking knowledge of French or Spanish would be an asset. 


_ An attractive salary will be offered 
. commensurate with experience. 

























ease reply in confidence, enclosing full career history to: IBEAR MBA Program 
The Managing Director, Graduate School of Business Administration 
» RPT Economic Studies Group Limited, University of Southern California 
. 61 Southwark Street, London SEI ISA. Los Angeles, California 90089-1421 


nn E Phone: 213 743-2272 
: Telex: 4720490 USC LSA 
A HIGHPOINT RENDEL COMPANY alt) | : : Facsimile: 213 747-4176. 
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"Something Old, Something New” 


"LOTTERY HILL FARM” is a stunning South Woodstock 1829 brick Federal country 
estate, truly memorable for location, condition, amenities, aesthetics and function. 
Highlights include 6 bedrooms, 41 baths, 6 fireplaces, a swimming pool with gazebo and 
a splendid barn boasting an office, full bath, playroom and 5 new box stalls. In addition to 
two ponds, there is abundant livestock water and pasture and s dee in a high state of 
cultivation for animal lovers. Offered in 121.39 acres for $1.8 million. 


“POMFRET PERFECTION" Situated along Woodstock's northeastern boundary a wy 
special situation awaits your inspection. Picture a half mile private drive rising through 9 

acres of lush meadow and mature woodiand to an exceptional contemporary home, newly 
built in 1982. Designed, sited, constructed and maintained to exacting standards, the 
three level, 4,881 square foot dwelling with attached garage and apartment overhead is in 
superb condition. Features include 4 bedrooms, 3} baths, pond with island, plus inspiring 
panoramas where utter DAVIS combined with ready proximity to interstate highways, 
major airport "hr ps Vermont's most picturesque vil nearby. A unique 


opportunity at $1,350,000 
BROOKS H. BARRON 
REAL ESTATE 


R.D. 1, Box 26A, Rochester, 
VT 05767, 802-767-3398 








3175 Green Dolphin Lane 
Naples, Florida 

(9,200 sq ft on 2.3 acres) 
Estate located one block from pristine beach. 340ft of dramatic 
waterfrontage with direct access to the Gulf of Mexico. Prestigious 
Port Royal Beach Club membership available. The estate includes: 
12 expansive rooms: 4 Brs/Library/central attrium/huge gourmet 
kitchen/pool pavillion/4 car garage. Deep water dockage. Superb 
details throughout residence. Brochure by request. 


$2,900,000 US 


Contact: 
JAMES E. FORREST 


U.S. 1-800/282-7246 Other Countries 813/262-7131 
Merrill Lynch. Realty, 550 Fifth Avenue S, Naples, Florida 33940 





Readers are recommended 


to make appropriate enquiries and take appropriate advice before sending 
any money, incurring any expense or entering into a binding commit- 
ment in relation to an advertisement. The Economist Newspaper Limited 
shall not be liable to any person for loss or damage incurred or suffered 
as a result of his/her accepting or offering to accept an invitation 
contained in any advertisement published in The Economist. 
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International Center for 
and Banking Studies 


1988 GENEVA SECURITY 
ANALYSIS AND PORTFOLIO 
MANAGEMENT PROGRAM 


COURSE MODULES: 


FINANCIAL ANALYSIS; 

FUNDAMENTALS, 

NEW DEVELOPMENTS AND 

PRACTICAL 

APPLICATIONS 

2) June 27-July 1 INTEREST AND EXCHANGE-RATE 
ECONOMICS AND FORECASTING 

3) Aug 29-Sept 9 PORTFOLIO MANAGEMENT AND 
PERFORMANCE MEASUREMENT 

4) Sept 12-30 ene. FINANCIAL FUTURES AND 


SWAPS, 

OPTIONS 

Week 1 Gent 12-16): BONDS 
Week 2 19-23): FINANCIAL 
FUTURES AND SWAPS 

Week 3 (Sept 26-30): OPTIONS 


A unique rogum for professionals in finance including portfolio 
ma , financial analyists, investment and corporate bankers. Covers 
both fundamentals and recent developments in the field to equip 
participants with the perspective, tools and techniques needed to meet 
the challenges of a rapidly changing financial environment. 


Further information: Marguerite Nguyen, International Center 
for Monetary and Banking Studies, PO Box 36, 
Ch-1211 Geneva 21. Phone:22/34 95 48 
Telex: 412151 pax ch Fax: 22/33 64 44 


1) June 13-24 





BUSINESS & PERSONAL 





THE London South Kensington luxu- 
EXECUTIVE HOTEL ry furnished flats in quite cul- 
de-sac off Queensgate. Direct 
57 PONT STREET dial telephone and video securi- 
(CADOGAN SQUARE) ty. One bed from £180 per week, 
two beds from £275 per week 
KNIGHTSBRIDGE plus VAT. Minimum let one 
LONDON SW1X 0BD IDE 
d elephone 01-902 8151. 
s E: A e NEC ora Telex 893095 Sunsac. 
Fax: 259 6153 
Located in London's 


All rooms with full private facili FOR SALE 


ties. w TV. Direct dial 


£41.50 + Vat. 


Double or twin: £57.50 + Vat. 














THE RECIPE FOR GREATNESS 


Inspire the 8t your next business Present a live, dramatic 
eie enden] randi dba "Prizes of Valor" speech by a professional actor and 
reveal the heroic spirit to your people. 

ipe 18 YORE Ae ae Cnr a AD ae PO men eS auch 
rave reviews —kExecutive Director, Truck Association. 

"Challenging . . . definitely relevant" —Sr V.P. Consumer Bankers Association. 
“Compelling clarity —Joseph Pulitzer, Jr, Editor, St Louis Post-Dispatch. 
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RENT-FREE HOLIDAYS. Fine homes 
for exchange in 30 countries. Worid- 
wide Home Exchange, 45 Hans Place, 
London SW1X 0JZ. 





AUTHORS invited to submit manu 
Scripts, all types (including poems), for 
book Publication. Reasonable terms. 
Stockwell, Dept 75, Ilfracombe, Devon 
(Est 1898). Tel: (0271) 62557. 











" CUSTOM 
Í STAND-UP DESK 





3819 Fondren, Houston, Texas 77063 


(13) 975-9721 
ide ‘Texas 1-800-645-2065 






BUSINESS & PERSONAL 


HOME MANAGEMENT takes personal 
care of your home while you are away. 
123 Queen's Gate London SW7 5LJ. 
Tet: (01) 584 2511. 





AUTHORS WANTED BY 
NEW YORK PUBLISHER 


Leading book publisher seeks manu- 
scripts of all types: fiction, non-fiction, 
poetry, scholarly and juvenile works, 
etc. New authors welcomed. For com- 
plete information, send for free booklet 
S-92, Vantage Press, 516 W. 34 St., 
New York 10001. 









IN NICE, FRENCH RIVIERA 
APARTMENT 






Economist Newspaper Lid, 25 St James's 
Street, London SW1A 1HG. 


OVERSEAS POSITIONS 


Hundreds of top paying positions available 
| now, Ta trae incomes. Mary atractivo 
skilled trades, professionals, manage- 
ment, technical etc. 









On December 15, 1987 the Ministry of 
Communications, via the Council of Ca- 
ble Broadcasts advertised tenders for 
Television Cable Network concessions 
in the following first 4 areas in Israel: 


1. Kiryat Shemona/Bat Yam 
2. Petach-Tikvah 
3. Tel Aviv/Ayalon 
4. Beer Sheba 
The tender documents are available for 
purchase for NIS5,000 from: 
| The Cable TV Department 
— Ministry of Communications 
22 Ha’histadrut St. 
Jerusalem 94230, Israel 
For additional information please con- 
tact: Tel. 972-2-223921, Telex (606) 
26144 BxJM, Att: Agaf Kevalim, or Fac- 
simile 972-2-240196. 
The tender documents will be available 
in English as of January 10, 1988. Final 
date of submittal of the proposal is 
March 15, 1988. 


acsi Al 








ASIAN ADVENTURE Trekking holi- 
days, craft and overland tours in India, 
Nepal & Tibet. BUFO VENTURES Ltd, 
Dept E, 3 Elim Grove, Bowness-on- 


Windermere, Cumbria LA23 2JN 
(09662) 5445 (24hrs). 


GENEVA CORPORATION 


OFFERS COMPLETE SERVICE 
TO ALL ORIGIN EXPORTERS 










uu 





STAYING IN LONDON? Take a luxury 
service apartment in St James's from 
only £65 (plus VAT) per night, for two. 
Every comfort. Exceptional value. Ry- 
der Street Chambers, 3 Ryder Street, 
Duke Street, St James's, London SW1. 
Tel: 01-930 2241. 


INVESTORS...EARN | 


147 RETURN 


On secured Tst and 2nd mortgages 
Telephone G. J. Hunziker (212) 645-1130 


PUNDING Tree 


130 W. 25 St, New York; NY 10001. 
Licensed N. Y. S. Mortgage Broker = 









sii ERI 
SALZBURG SEMINAR 
1988 PROGRAMME 


Internationa! seminars (with a partial listing of panelists and lecturers) wil! be held as follows 


il i ] 


Professor 
University. 


i 


I 


DINE 
hh 


Weeks. Visiting 


Assistant Registrar, Committee for Social Sciences, Council for 


For further information write to the Salzburg Seminar at 


Schloss Leopoidzkron, Box 129A 
A5010 Salzburg 
AUSTRIA 





or If in the Western Hemisphere 
John F Kennedy Sireet 
on Massachusetts 02138 
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THE 
DIPLOMAT HOTEL 


2 CHESHAM STREET 
BELGRAVIA 
LONDON SW1X 8DT 


TEL: 01-235 1544/ 
01-235 2890 


TELEX: 941 3498 EXECUT G 
FAX: 259 6153 


Single: £42.50 + VAT 
Double/Twin: £58.50 + VAT 


Located in Belgravia, between 
Knightsbridge and Sloane 
Square stations, in Londons 
finest and most prestigious 
area. 


All rooms with private facilities, 
colour television, direct dial 
telephone, hairdryers, coffee 
and tea makers. Substantial 
breakfast served in bedrooms. 


SPECIALIST IN NATURAL HISTORY, BOTANICAL 





7.9 ST JAMES'S STREET B LONDON SWIA I 
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Computer Language 
Training and Consulting 


Pugh Killeen Associates 


1 Bowdoin Street. Newton, MA 02161 USA 
617-964-9045 


rm cuir Finance 


Consulting—Services 


— Company/Trust/Foundation Forma- 


fion and Management 
— Trustee and Fiduciary Services 


— Project Evaluation ond Imple- 


mentation 
— All International Transactions 
— Contract Negotiations 


— Developing Contacts with Authori- 


fies, Banks, Investors, Etc. 


IBS, Bahnhofstrasse 100 
CH-8023 Zurich. Phone 01/211-04-83 
Fax 01/211 75 31. Telex 813884 


LONDON 
ENGLAND 


Luxury self-catering apartments just off Berke 
ley Square. From around US$34 pppd. These 
special rates are for Airline Personnel plus our 
Clients. You pay a booking deposit in the USA 
and the balance on checking in on arrival in 
London 


4—W phone: BRITISH BREAKS LTD (703) 687- 


LIKE TO OPERATE 
IN EUROPE? 


Get there in one step with a UK 
company, specialising in the start- 
up of UK subsidiaries of American 
Corporations, now seeking new 
ventures 


Presidents write to: The Managing 
Director, United States Subsidiaries 
Ltd, St Michael's House, Aynho, 
Banbury, Oxfordshire OX17 3BG. 


EDEN PLAZA 
HOTEL 


Simple luxury in the heart of London. Bar, 
restaurant, ail rooms with private facili- 
ties, hair dryers, tv, direct dial telephone. 


Eden Plaza Hotel, 68/69 Queensgate, 
South Kensi , London SW7 5JT. 
Telex: 91 . Fax: 01-259 6153 
Tei: 01-370 6111. 


101% PROTECTED 
HIGH INCOME 


Insurance Company Guaranteed 
Monthly Income with Growth 
Advice on 
Unique New Investment 
Concept For Safe Income 
With Capital Growth 
Potential of +20% Per Year 


Write or Call 
Edwin Hargitt & Co S.A. 
Avenue de Savoie 10, Suite 3C 
1003 Lausanne, Switzerland 
Tel: 41 21 200 971 Tix: 454681 
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annual rate of 8.8%) to a level that was 5.2% higher than a year earlier—the fastest rate of growth, 
along with Australia, of all the 13 countries in the table. British unemployment fell for the 16th 
successive month in November to 9.5% of the labour force; in July 1986 it stood at 11.6%. Italy's 
jobless rate was 14.3% in November, up from 13.8% a year ago. In the same month Sweden's 
unemployment rate remained at 1.7% and Australia’s fell to 8.0%. 
% Change at annual rate 
3 mthst 1 year 
+19.2 +23.8 An 
+ 20 + 06 sun 
+ 9.0 + 74 59 
413 + 10 o 
+ 41 * 0.8 oa 
— 25 +19 o 
* 68 +09 in 
+15.9 + 93 on 
+ 3.5 + 65 sep 
— 76 +63 ss 
— 87 — 28 Q 
UK +70 +35 ù 
USA +54 +54 iw 
$Valve index deflated by CPI. t1Revised series. 


GNP/GDP 
3 mthst 
+ 20 

na 
+ 43 
+ 44 
*57 
— 04 
+ 57 
+ B4 

na 
— 28 
+ 28 
+ 88 
+38 


1 year 
+ 52 o 
na 
+41 m 
+ 25 0 
* 14 0 
* 06 2 
+22 œ 
+ 43 @ 
na 
+ 36 om 
* 27 0 
*52 m 
+ 30 0 


NENNEN 0 ————————————————————————————— 
PRICES AND WAGES The 12-month rate of increase in American consumer prices stayed at 4.5% 
in November. In the same month, Sweden's inflation rate rose to 5.496 and Spain's to 4.796. New 
figures suggest that wholesale prices are also rising faster: by 4.596 in Italy and 4.296 in Sweden in 
the 12 months to October, and by 0.4% in Switzerland in the year to November—its first 12-month 


[ -rise for 23 months. British earnings jumped by 8.0% in the year to October. 


wholesale prices* 
3 mthst 1 year 
+ 59 


. wagesesmimgst — 
3 mthst 1 year 
+ 64 + 58 92° 


W ENERGY DEMAND The world consumed Energy consumption 
7,589m tonnes (of oil equivalent) of energy Gas 
in 1986—21% more than in 1976. However, [Gas] 
total oil consumption was practically un- 

changed between the two years, at 2,881m 

tonnes in 1986. oco countries burned 14% 

less oil in 1986 than ten years earlier, but 

this was offset by a 3896 increase in oil 

consumption in developing countries, and a 

15% rise in communist countries. By con- 

trast, world gas consumption rose by 3296 m tonnes oi equivalent, 1986 
over the ten years, to 1,507m tonnes in 1986. 0.200 400 600 ^ 800 
The Japanese burned almost four times as [TEES] nort Americe 
much gas in 1986 as 1976, but America's 
demand fell 18% in the decade. In 1986 oil EE T] Contrally-planned 
accounted for 3896 of the world's energy [=~] western Europe 

requirements, almost twice the 2096 share indios 

of gas. Russia was one of the few countries NEN] cereos co 

which used more gas than oil. [E] apan and Australasia 


250 % change 


| Japan and 
Australasia 


Developing 
countries 


Centrally-planned 
economies 

Western Europe 

North America 


x 4 
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NANCIAL INDICATORS 


ar — — —————————————————————————— 
OUTPUT, DEMAND AND JOBS Britain's cop jumped by 2.1% in the third quarter of 1988 (ie, an 


1 


COMMODITY PRICE INDEX 

Fears of a shortage of palm 

oil following the flooding in 
Malaysia (which produces 60% of world 
output) have pushed the price of crude palm 
oil to $435 a tonne. This is 2096 higher than 
a month ago and represents a two-and-a- 
half-year high. Malaysian palm-oil refiners 
are reported to have bought back contracts 
on the European market because of a 
shortage of supplies from domestic planta- 
tions. Malaysian palm-oil output fell 17% 
between October and November and is 
expected to fall a further 2596 in December. 
Stocks of crude and refined palm oil were 
593,000 tonnes in November, 1196 lower 
than a year ago, and a further 2096 fall is 
expected in December. 


1980 — 100 ^. change on 


one one 


Dec 15 Dec 18t 


Dolarindex — 
All items 1058 — 


93.5 


+ 58 +305 


+1 +999 


N31 +97 581 
1054 +37 +285 
1144 +130 +788 


190  — 18 
1439. 


1942 +07 +2 
0 1456 +97 +423 





100.9 
97.0 
100.5 


Gold 

$ per oz 48875 48025 +34 +220 
Crude oil North Sea Brent 

$ per barrel 1698 1630 


* 8.98 
$ provisional $$ Non-food agriculturais 


105.8 ^ 65 


+377 
967 +07 +119 
107.1 +96 +557 


+ 2B 


Footnotes applicable to ali tables. Ali figures seasonally adjusted except * not seas. adj. f Average of latesi 3 months compared with avg. ol previous 3 mos. al annual tale na nor auMiabie. 
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. 8 PRICE OF CHEER In 1973 Baron Philippe 


de Rothschild persuaded the French govern- 
ment to reclassify his claret, Mouton Roth- 
schild, as one of France's five "first 
growths." He thus ensured that his wine 
became a “positional good"— something 
whose appeal to buyers can be enhanced 
rather than diminished by price, because 
price becomes a measure of its specialness. 
Our chart shows what happened to the price 
of first-growth claret relative to that of other 
drinks as rich (largely American) demand 
was unleashed upon its rigidly fixed supply. 
Lively demand for champagne and good 
burgundy has raised their prices somewhat, 
too, but their supply is more responsive to 
demand, and the positional effect weaker. 
Brand-consciousness is less important in 
— choice of champagne. And burgundy wines 
(among them, Pommard) are known more by 
the shipper than by the property that pro- 
duces them. Are the better burgundy grow- 
ers missing a trick here? 

Meanwhile the prices of scotch and chian- 
ti have drifted gradually down. Their supply 
remains responsive to demand, even when it 
is bolstered because excise taxes on them 
have not kept up with inflation. 


1987 prices per bottle 


Seven-year-old Chateau Mouton 


Sources: Justerini & Brooks: CSO 
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WORLD BOURSES Thirteen of the 16 markets in the table showed gains this week: Wall Street, 
London, Madrid, Hongkong and Singapore rose by more than 5%. This year's star performer 
remains Tokyo, with a rise of 51% (in dollar terms) since the end of 1986. 


Stock price indices 
Dec 18 

Australia 1239.7 
Belgium 3503.8 
Canada 3157.4 
France 281.7 
W.Germany 1329.3 
Holland 208.7 
Hongkong 2180.5 
Italy 504.4 
Japan 228270 
Singapore 773.1 
South Africa 1425.0 

2274 
Sweden 2187.7 
Switzerland 471.3 
UK 1377.8 
USA 1975.3 





1987 
low 

2305.9 1151.0 
5415.2 3503.8 
4112.9 2843.9 
460.4 2703 
2061.1 1220.9 
334.1 192.2 
3949.7 1886.1 
767.3 476.3 
26646.4 18544.0 
1505.4 700.4 
2266.0 1402.0 
325.4 201.1 
3550.4 2068.6 
729.7 450.9 
1926.2 1232.0 
27224 1738.4 


+17 
— 14 
+ 18 
+ 42 
+ 19 
+ 46 
+ 96 
+ 25 
— 039 
+ 68 
— 19 
* 99 
* 30 
+ 22 
+ 51 
+ 58 


% Change on 

one record Na 1 OR 
BP wv" currency terms 
— 149 —46.2 —158 — 97 
— 132 —35.3 —144 + 06 
+ 36 —23.2 * 30 + 8 

— 314 —38.8 — 29.2 — 183 
— 348 —417 —35.0 — 23.5 
—257 —375 —25.0 — 106 . 
— 115 —44.B —15.1 — 150 
— 28.2 —44.5 -—30.2 — 222 
+ 206 —143 +21.3 + 511 
— 143 —48.6 —133 — 63 * 
+ 25 —37.1 * 06 + 134 
+ 89 —30.1 + 92 * 302 
— 112 —38.4 —11.0 + t9 
— 197 —25.4 —20.0 — 26 
* 83 —28.5 * 49 + 292 
+ 24 —27.4 + 42 + 42 


— — — NNI TTT 
MONEY AND INTEREST RATES The 12-month rate of growth in Switzerland's M3 measure of 
money quickened to 10.3% in September. Short-term interest rates are ending the year lower than 
they started it in all countries in the table with the exception of America, Canada and Spain. 


Money supply Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
% rise on year ago Money market Commercial banks Bond yields Eurocurrency 
Narrow  Broadi Overnight 3months Prime Deposits Gov't Corporate Deposits Bonds 
[M1] lending 3months long-term 3 months 
Australis +208 152 o  1170' 11.65°  1375' 11.60° 1237'  1437' 11.19 1762 
Belgium +75 +144 m 525 675 875 650 8.14 829 7.00 na 
Camada +90 +75 mm 669 895 900 8.90 975 1040 869 1072 
France +24 476244 775 856 945 856 978 1002 9119 9.99 
W. 495 4630 310 380 600 3.46 610 5.70 375 476 
Holland +65 +36 ™ 456 469 625 4.25 625 7.20 444 656 
Italy +412 +115 « 1025" 11,88 1300 na 1064* 11.23" 11.88 na 
Japan 4105 4117 o 375 3.90 338 176 4.11 4.96 450 492 
Spain 4119 4133 sp 14.11 13.83 1700 6.50 1262 1323 11.50 na 
Sweden na +63 » 835 960 1150 9.01 1147 1241 9.50 na 
Switzerland + 7.1 +103 s, 044 3.69 $50 3.00 413 463 375 476 
UK +244 +222 o 613 888 950 681 978 11.11 688 10.18 
USA +85 +590 688 7.81 875 7.63 945 9.91 894 9.06 


USA TOD — T UE 08 M n LA a e 
Other key rates in London 3-mth Treasury Bills 6.3%, 7-day Interbank 8.2, clearing banks’ 7-day notice 3.3%. Eurodollar 
rates (Libor): 3 mths 7.9%, 6 mths 7.9%. 


$M2 excep! Australia, Canada, Spain, Switzerland, USA, UK, W. Germany M3, M2 + CDs. 
Bank of Bilbao, Chase Manhattan, Banque de Commerce Nederlandse Credittank. 


First Boston, Wharton 


TRADE, EXCHANGE RATES AND RESERVES The dollar fell to 
20% against the yen since the start of 1987. France's visible-t 
well up from a deficit of only $336m in the whole of 1986. Sweden's 


These rates are 


current-account surplus increased to $7.2 billion in the year to September. 





trade balancet current- 
$bn account 
latest latest 12 balance Sbn 
month months latest 12 mths 
Australia + 016 ox — 04 — 87 New 
— 061 wm + 09 + 27 a 
Canada + 0.64 oa + 85 — 67 qm 
France —012w ~ 45 079 N 
w. $477 o + 622 *4130 
Holland 024 age + 14 + 28 m 
Italy — 099 44 = 57 + 58 at 
+ 719 c + 979 + B61 0: — — 
— 220 ox — 139 + 23 œ E 
Sweden + 020 wm + 36 — 04 Se 
Switzerland — 0.14 ^w — 57 + 72 0m 
UK | = $47 0 - 147 = A20 
USA —17.63 oct —173,9 —159.4 o 


oL NE T RR NEL eb Ps sd T 
Australia, France, Canada, Japan, and UK imports fob, exports fob. All others cif/tob 


-— 





trade-weightedt1 
exchange rate 
latest year ago 
53.0 55.4 
101.5 97.5 
76.6 77.6 
72.8 70.9 
151.4 143.0 
139.5 130.8 
477 48.2 
240.1 204.4 
51.8 48.4 
68.2 67.3 
1827 165.4 
75.5 68.6 
93.3 110.8 


currency units per $ - 
latest year ago 
1.40 1.49 
34.1 418 
1.31 1.37 
553 6.57 
1.63 2.01 
1.84 227 
1201 1392 
127 163 
110 135 
5.93 6.94 
1.33 1.68 
0.55 0.70 


. t Bank of England index 1975 = 100. tf Excluding gold. * 


Not seasonally 


Credit Lyonnais, 


(Beigium), Svenska 
indicative only and cannot be construed as offers by these banks. * Las! week's rates. 


Definitions o! interest rates quoted availabe on request. Sources: 
i Handeisbanken, ANZ Bank, 


a new low of Y126, then recovered on hopes of a statement from the G7; it has fallen by - 
rade deficit fell to $123m in November, but its 12-month deficit widened to $4.5 billion, 
trade surplus fell slightly to $3.6 billion in the year to November. Switzerland's 


19.8 
41.7 


15.3 


7.0 
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currency units foreign 
perf — perSDR per ecu Oct 
2.57 1.95 1.78 97 
62.3 47.3 43.2 6.8 
2.39 1.82 1.66 7.1 
10.1 7.65 6.98 9141^* 
2.98 2.26 2.06 667 
3.36 2.54 2.32 15.0 
2193 1663 1520 24.6 
232 176 161 72.7 
202 153 140 255** 
10.8 B.22 7.52 B.2 
242 . 1.83 1.68 20.5 
— 0.76 0.69 36.6 
1.83 1.39 1.27 ^ 35.1 
adjusted, new series. * "September 
Times Printers San: Bhd. 
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It may not sound like much, but it depends on 
rl vou ‘re content 
with what vou're c doing at the moment, for get it. If, 
however, vour ambitions stretch alittle further th ian 
your next promotion, read on. 


what you want from vour career. 


The 1988 Markstrat C ompetition is no jovride. 3 

To start with you'll need to persuade between 2 
and 4 others in vour company to take part, w hich 
“can mean them giving up their evenings and 
weekends. (À nice test of vour management skills 
before vou ve even started. ) 

1 hen you'll need to find the FF6,000 ne cessary 
to enter the C ompetition. Not that someone in your 
position should have anv problems. | 

From now on it gets a bit more difficult. Bur 
then the Competition is backed bv The Economist 
INSEAD and Strat«X. 

ie » = Claude Lar réché of INSEAD 


| COUNTRY TH 


HI HARMAN Atari rman REED 


+ 


After 





Please mail to: 1988 MARKSTRAT Competition, Strat* X, 73 rue Victor Hugo, 77 





Pe ennsy PM ania, ML. rat is a comput. ter ees 
that will test vour business skills to the limit 
and bevond. 

Youll be produci ing, marketing and distri- 
buting a product totally unlike anything you ve 
come across before. Every decision vou make will 
affect both vour company and the market tplace. 


And don 1 forget that youre E against 


7M any room don lee 
If vou're still interested (and we hope that 
if vou'e read this far, vou are) send off the 
coupon below: 
You certainly won't win anything for the 
boardroom table, but we don’t think voull mind. 
all, knowing you're the best on the board 


will be satisfaction enough. 


DHL- Hewlett Packard 
Northern Telecom 


E TERRENT PERENNE — Hotel Martinez, Cannes | 
i 


250 Veneux les Sablons, France. 
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Head Office: 
FRANKFURT 
Also located in: 
ABIDJAN 
ASUNCION 
ATHENS 
BANJUL 
BARCELONA 
BEIJING 
BEIRUT 
BOGOTA 
BOMBAY 
BOSTON 
BRAZZAVILLE 
BUENOS AIRES 
BUJUMBURA 
CAIRO 
CARACAS 
CHICAGO 
CONAKRY 
DAKAR 
DOUALA 
GENEVA 
GUATEMALA CITY 
HARARE 

HONG KONG 
HOUSTON 
ISTANBUL 
JAKARTA 
JOHANNESBURG 
KIGALI 
KINSHASA 

LA PAZ 
LIBREVILLE 
LIMA 

LOME 

LONDON 

LOS ANGELES 
LUXEMBOURG 
LYONS 
MADRID 
MANAMA 
MELBOURNE 
MEXICO CITY 
MIAMI 

MILAN 
MONTEVIDEO 
MOSCOW 

NEW YORK 
OSAKA 
OUAGADOUGOU 
PANAMA 
PARIS 

QUITO 

RIO DE JANEIRO 
ROME 
SANTIAGO 

SAO PAULO 
SEOUL 
SINGAPORE 
ST-ETIENNE 
STRASBOURG 
SYDNEY 

TAIPEI 

TEHRAN 
TOKYO 
TORONTO 
WINDHOEK 
ZURICH 


If you’ve set your sights 

on Europe’s biggest market, come 
to Germany’s second largest 

bank for first-class expertise. 


a 
> 


Dresdner Bank 





